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&BSTACT

This thesis presents an analysis of Internal Auditing at
the Ccunty and Hunicipal levels of government in the State

of California. Specifically, the research addresses the

degree of local government's compliance with the expanded
scope audit standards issued by the United States General

Accounting Office (GAO) in 1972 and revised in 1981. The

research encompasses specific aspects of the organization
and independence, the professional skills, the audit

performance and the reporting procedures of local level
government audit offices. The information relevant to these

areas was gathered by an author developed questionnaire. The

response data provided is used to assess the degree of

compliance with the GAO Standards and also to ascertain, if

applicable, why local governments do not comply with these

procedures. Conclusions and recommendations pertaining to

this objective, as well as to the potential growth and
development of internal auditing, are also provided.
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A. GnznlAL

Prior to 1972, governmental internal auditing

encompassed a financial assessment of an entity to insure

fiscal accountability and compliance. The process of

internal auditing was defined as having one or more of the

following purposes:

1. To ascertai whether the statements prepared f#om the
accounts fair y presented thq fimnanCial position andreults o f fnancial operations of the overnental
unIt In. accordance with generally acceptel accounting
princ pies;

2. To determine the propriety, 1e lity knd mathematigal
accuracy of a qovernment al unit' s financialtransactions ;

3. ?o ascertain whethe; a11 financial transactions have
een properly recorled; ani

4. To ascertain the stewardship of public officials who
han dIe and are responsible or financial resources of
a governmental unit. [1:1271

To supplement these purposes, the American Institute of

Certified Public Accountants (AICPA), through its Committee

on auditing Procedures, developed and promulgated a set of

qenerally accepted auditing standards designed to specify

the level of quality expected in governmental audit work.

These standards, categorized into those of a general nature,

those applicable to field work and those pertaining to

reporting procedures are listed in Appendix A. For the

purpose of future comparison, the general standards issued

* in 1963 were as follows:

1. The examinatfon is to be performed by a jfrson onan
se having ad euate techn cal tra q A

roy a au ator; Ir n a

2. fn all matters relamin to the assinmen n
idependent ea ULdq is to be mZtntalied Iy

she &uditor o a dt'ors, and

9



3. Due professiQnal care is to be exercised in the
performance or tie examination and the preparation of
the report. [1:128]

Since the standards were issued, the auditing profession has

applied them as measures of the quality of work required in
the performance of financial and compliance audits. (1:127]

Thus, they were utilized to certify the fairness of

financial statements presented by public sector

organizations.

Literature indicates, however, that the concerns of

legislators went beyond financial and compliance needs.

Government management officials, as well as the general

public, became interested in more than financial

accountability; they were also interested in determining if

government was achieving its goals within the parameters of

law in an efficient and economical manner. [2:38] Thus, the

role of the internal auditor in providing the timely,
relevant and accurate data required to assess the totality
of government operations was becoming of paramount

importance. This observation was expressed in the following

remarks of Bllsworth H. Norse, Jr., Assistant Comptroller
General of the United States:

"Goernsent programs and operations are big
business an governmental expenditures are
ibsorn n an ever increasing share of our national
income. o.vernment mana ers need all the help they
can get to do an effectyve job.

"Public accountants have skills that can be
adapte to improving the efficiency, economy and
effectiveness with which government operations are
conducted. However, they need some sharpening to
be more directly helpful to government managers
and policy makers.

Government programs and their objectives are
comflex and they are conceived financed nd
adsiistered in a political environment. Wh3le
there are some similarities, the framework of
overatigns diffe rs greatly from th t of private
enterprise. This means that ifr ublic accountants
are to effectively t ontribute to better
gove;nmento they mat invest some effort in
acluiring the necessary knowledge and skills to
aeliver what is wanted and what is needed".
3: 20-21]
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The concept of internal auditing envisioned by the forward

looking General Accounting Office (GAO) was that of an

independent organization installed within the various levels
of government to not only review financial statements, but

also to aid management in the achievement of its goals by
including a consideration as to the effectiveness of control

systems and related administrative practices.

In a speech given before the Northwest Graduate
Accounting Study Conference in the fall of 1970, Ellsworth

H. Morse, Jr., then Director of the Office of Policy and

Special Studies at the GAO, stated:
"Financi 4 auditing requires the auditor to
con~e;n 9iimsel v it many aspects of management or
administrative performance and control. He cannot
confine his attention to accounting records. The
auditor of financial statements will find himself
on muh the same ground as the so called
operational auditor". ?4:41]

To meet the public sector's need, the GAO issued a new set
of standards in 1972 designed to expand the scope of
governmental auditing beyond concern with strictly financial

activities and operations. As stated by Elmer B. Staats,

former Comptroller General of the United States:
"governmental auditing now Is 4 so concerne4 with
whether governmental organizations are achieving
the purposes for which programs are authorjzed ana
funds . are made avollable, are doing so
e4onomically and efficientll and are complying
with applicable laws and regulations". [5:i

The new standards were developed after nearly three years of
extensive field work. They were the product of a
governmental task force under the GAO's direction that was
composed cf members drawn from federal agencies, state
governments and cities with large grant-in-aid programs. [6]
The revised standards applicable to federal , state and
local governments, are listed in their entirety in Appendix
B. In the author's opinion, however, the key addition was
to the set of general standards. The following standard was

added to those already in existence:

| m - a e aemam mmlm awm m 1,m m m~md 11.
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1. Jhect 11 scope 9f an audit f govelnuIntal rcaram,
runc ion, activity or organizain soui encompass:

a) An examination of finnaial transactioos, ccounts
and reports inc. dg an qva.uat ou of
complica ce with applicable laws and regulations,

b) A review of afficiency and economy in the use of
resources, an

C) c jeJw to detor mia 4e ve her desired results were
of ect vely achieved. [:r J

Thus, governmental internal auditing became, in theory, a

powerful maragement tool that would be able to achieve the

broad ranging appraisals described in the following

definition cf modern internal auditing:

"An Indepen ent a ra sJ of the diverse
operations and contro ~Ith in an organi at icn to
determine whether applicable polic es and
prccedures are followed, established slanaards are
met, resources are used efficiently and
economically and the organization's objectives are
being achieved". [7:6]

9. R3S31RCH DIRECTION

Even with this new emphasis applied to all levels of

governmental audit activity, it is difficult to ascertain if

the function of internal auditing and the role of the

auditor have been strengthened by the expanded standards.

Soon after the GAO published their expanded scope standards,

the AICPA, in their 1973 pamphlet entitled "Audits of State

and Local Governmental Units", indicated that they did not
accept the extended view of auditing that the GAO presented.

They stated:

"No aiditor is expected to give an ogi~ion gn how
ehffcient or econom cal an organization i* or
v fhether program results have been effectively
Ichieved. In sugh cases, the auditor reports what
.e finds factually and makes a recommendation for
improvements he deems appropriate". C8:639]

Further, recent GAO reports indicate the existence of

widespread and serious deficiencies in the internal controls

of public sector financially oriented transactions and the

12



actual creation and maintenance of effective and viable

control systems. (91 The additional standard, and its

inherent use of operational auditing techniques, projects a

fine image for the new breed of governmental auditor; yet,

the literature indicates that audits of efficency and

economy have not been widely applied at the state and local

levels and examples of successful program effectiveness

audits are rare. [1O:iii]

In the State of California, for example, the system of

auditors at the state, county and municipal levels of

government perform various types of auditing duties. At the

state level, the office of the Auditor General was

established in 1956 as the non-partisan internal auditing

and investigative arm of the legislature. Noting a rapid

growth of auditing activity in various state agencies, the

Califcrnia legislature recognized the need for special

audits of its revenues, expenditures, accounting and fiscal

reporting systems. [11]
Counties and municipalities in California receive a

large percentage of their revenues from other levels of

government, i.e., pass through grant-in-aid and revenue

sharing funds for programs such as welfare and public

assistance. t12] The nature of auditing at this level of

government, therefore, leans toward the strict assessment of

financial statements required for reporting and compliance

with recently promulgated revenue sharing regulations. The

recipient governments are, however, encouraged to audit in
accordance with the GAO standards and are, thus, responsible

not only for determining the fidelity and legality of the
manner in which public funds have been used, but also for

making special audits and investigations, including
performance or operational audits, of any agency requested
by the local legislature. (13:391]

13



To ensure that these legislative requirements are

fulfilled, the expanded standards for auditing developed by
the GAO have been adopted at all levels of California
government. However, forces exist that are drawing time

away from the efficiency, economy and effectiveness audits

specified in the standards. For example, the federal

government, through the Office of Management and Budget (ORB

Circular k-102 entitled "Uniform Administrative Requirements
for Grants-in-Aid to State and Local Governments") mandated

expanded audit efforts that require annual, rather than the

normal tri-annual, comprehensive financial and compliance
audits on all state and local governmental organizations

that receive federal revenue sharing and grant-in-aid funds.
(14:609581 Additionally, the Standard and Poors Corporation,
a bond rating service to both the private and public
sectors, announced that it would no longer rate or would
reduce the rating on obligations of state and municipal

governments which did not publish annual financial
statements and have those statements auditied within six

months of the close of the fiscal year. C15] These important
initiatives are sufficient inducements to insure compliance

with the tenets of financial auditing, but the extra

workload may do little to advance the need for internal

auditing's cther functions and may lead to the avoidance of
operational audits at these levels of government.

Given the increasing need for efficient resource
management, the function of the internal auditor in the

areas of efficiency, economy and effectiveness will become
increasingly vital to county officials and mayors in the

proper execution of their responsibilities as accountable
resource managers. The task of this thesis, therefore, is to
determine if the auditing aqencies at the county and

municipal levels of government within the State of

14



California have been able to meet the challenges of the

expanded scope audit.

C. OBJECTIVE

The purpose of this thesis is to analyze the extent to

which the concepts and techniques of the GAO expanded scope

audit standards are currently utilized within the county and
municipal levels of government in the State of California.

The specific objectives, therefore, are:
1. To dMtrine thl geree o compliasthe GithAteezaue coge adi andri s sed y he GO in

a1 andnred oe en 1wt;

2. To determine the underlying causes of non-compliance;
and*

3. T sane recommendations depiq ned to iprve thl
e .Vc iveness olo ca 1vel overnmental~tra

aud iting.

D. NTBODOLOGr

To supplement a library search for background material

on state and local level governmental auditing's theoretical

scope and procedures, the Auditor General of the State of

California and other county and municipal auditors provided

reports summarizing the operations and policies of their

offices. In order to gather other pertinent data, a

questionnaire was distributed designed to elicit the

required information in the key areas concerning the
operation of County and Municipal Audit offices. These major

topical areas were Organization and Independence,
Professional Skills, Audit Performance and Reporting

Practices. The general thrust of the questions associated
with each key area will be delineated later in the thesis.

15



3. TESIS ORGANIZATION

This thesis is divided into six chapters. Chapter I is

introductory in nature and provides the reader an overview

of the subject area and the rationale for the thesis.

Chapter II presents a brief historical discussion of the

growth and development of auditing in both the private and

public sectors as a means of providing the reader with the

backgrourd information necessary to appreciate the scope of

current governmental internal auditing.

Chapter III provides a discussion of each type of audit

specified in the GAO standards as well as an examination of

required qualifications, independence, planning,

supervision, legal and regulatory requirements, internal
control, evidence and reporting procedures.

Chapter IV discusses the specific methodology employed
in determining the current status of internal auditing at
the county and municipal levels of government in the State

of California. This includes an ilepth review of the
sampling technique utilized as well as the purpose and j
intent of each question asked in the author designed
questionnaire. Specific problems pertaining to the data

gathering function are also discussed in detail.
Chapter V arrays the data provided by returned

questionnaires. The answers submitted by the respondents

are presented, discussed, compared and analyzed. Problems

evident in the use and expansion capability of internal

auditing at the local government level are also identified.

Chapter VI provides a summarization and attempts to make
recommendations pertinent to the thesis objective. Specific
conclusions are made and issues for further investigation

have been identified.

16



11. UMlIK In In U IIZETZZ

A. PINP&CE

In order to accompl'!sh the objectives of this thesis, it
is necessary to provide the reader with definitive

background material in the following key areas:

1. Tbjr history and development of internal auditing;

2. 1he !.rgelce and development of internal auditing in
Ae v government.

A thorough understanding of these points will serve to

provide the reader with an appreciation for internal

auditing in general, and the perspective necessary to
knowledgeably consider a discussion of the various critical

aspects of effective internal audit organizations that
follows in subsequent chapters. Accordingly, the purpose of

this chapter is to clarify, through the use of narrative

descriptions and comparisons, the role of internal auditing

and its intrinsic relationship to government.

B. THE DZVRLOPHINT Of INTERNAL AUDITING

Auditing can trace its lineage back in time to the

third millenium B.C., where archaeologists have unearthed

evidence of the preparation of summary lists of transactions

by Mesopotamian scribes. The evidence shows tiny dots, ticks
and circles near the figures, leading one to believe that

this was the beginning of control systems designed to
provide a division of duties and a systematic checking of

records. [163 Other early civilizations were also concerned

17
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with their fiscal activities and those of their officials.

The Egyptians, Persians and Hebrews required the audit of

official records by another, independent source and, during

the reign of the Roman Empire, auditing techniques were used

to prevent the fraudulent acts of questors. (17]

During the Middle Ages, auditing continued its

earlier established pattern of being concerned primarily
with the honesty of individuals charged with fiscal, rather

than managerial, responsibilities. Basically, receipts were

tested against public knowledge of what should have been

collected; disbursements were made public in the hope of

reducing improper expenditures. Managers of private

enterprises during this time were routinely subject to

audit. Arthur H. Adelberg cites the following example:

"The book of ordinance in 1564 of the vorshi ful
Company gf Pewters, a craft guild, provided that
four aud tors were to be chosen from the general
membership each year to examine the book of
accgunt and vej fy that they were correct. The.ir
ordinance of 1 81 even gave the four auditos the
authority to sapose fines on the guild's off.cials
for a _ i reiuJarities or iaproprieties
oiscovereo [17 61=b

Beginning in the early 1600's, as the feudal period

began to degenerate, the normally agrarian European society

began giving way to more business oriented activities. A.C.

Littleton comments on this period in auditing's history in

the following statement:

"lith the advygt of business, there cam, ingsead
o accoun tabi ty, tfe agcounting or proo ems
attendent upon the ownership of property and +he
calculation of profits and losses Al4 tng
shifted Zrom checkinq on an Individual's
stewardship to scrulin!.ing written records and
the testing of entries by documentary evidence."
(18:264]

Other literature concerning this area indicates that the

legal profession was primarily responsible for the emergence
of auditing during this period. As executors of estates and

trustees in bankruptcy proceedings, they often faced complex

fiscal situations that they were not equipped to handle.

18



Thus, they employed auditors to perform the detailed check

of the requisite accounting records with the objective of
S

discovering the existence of fraud. (17] It may be that

these semi-professional auditors were the link connecting

this period to the present day internal auditor.
The 19th century witnessed a metamorphosis in the

use of auditing that would not have been possible without

two major developments in Great Britain. The Bankruptcy

Statutes, concerned with the financial administration of a

bankrupt entity's affairs for the protection of creditors,

and the British Companies Act, allowing stockholders to

engage auditors to perform a complete investigation of a

company's accounting records, extended the services rendered
by accountants from manual record keeping to "professional"

auditing. [17:37] wealthy Englishmen, who invested large

sums of money in American corporations sent their British

auditors to periodically check on their invested capital.

These European auditors, working beside less experienced

local accountants, provided America with the needed exposure

and insight into the nature and responsibilities of

auditing.

Beginning in the early 1900's, the practice of
publishinq annual reports to the shareholders of publicly

held corporations was made commonplace. Since the United
States had no statutory requirements in force at the time,

the dissemination of audited financial data grew on a
strictly voluntary basis. [17] In the author's opinion, this

practice was most probably prompted by the belief that

ownership of corporate securities was a particularly

desireable source of investment capital and that the
distribution of audited financial statements would further

encourage and stimulate such investment. However, the

fledgling occupation was the object of severe external

19



criticism during the first quarter of the 20th century

because of the lack of consistently applied principles and

the deliberate certification of misleading financial

statements. Concerning this period in auditing's history,

John L. Carey stated:
"without authou tivq quidelines, without control
over the .quai Ications o. its members, aniwithout disc iplnary authority there is little
that can be done about the quality of independent
auditing." (19:62]

Yet, it would be many more years before this group could

claim professional status and enforce meaningful standards

of ethical conduct.
Internal auditing in its modern context, received a

great push forward when Congress enacted the Securities Act

of 1933 and -he amended Securities and Exchange Act of 1934.

The intent of these initiatives was to put the issuance of
publicly traded securities under regulation and to use

accountinq and auditing as statutory instruments in

accomplishing their goal. Corporate management vas, thus,
made responsible for the accuracy of the financial

statements they filed with the United States Securities and

Exchange Commission (SEC). This requirement led corporations

away from total reliance upon their external accountants,
who often could not provide them with the indepth analyses

required for proper reporting purposes. They hired internal

accountants and auditors, who became intimately familiar
with the organization and its long term strategies, to
verify accounting records and to assure compliance with

accepted accounting ccntrols.
It was not until 191, coincident with the formation

of the Institute of Internal Auditors (1I), that

professional status and recognition as a separate discipline
was given to the field of internal auditing. (7] It was at

this point that auditing "began to range beyond the books of
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account and began to assume a new posture"'. E16:251 Victor

Z. Brink, a charter member of the IIA, recalled the

formative pressures and early history of internal auditing

as a profession as follows:
"In 1941, there were quite a few Internal Audting
deiartments but the number was very .smai.t ifl
relation to the number of organizations that
needed such services There was, at that time,
nh ever an .pinyreasIng.wargness of the growinq
sze an& complex ty o all kinds of operations b
tuslniss,. government and other types 01• " organ izatiOnSo

"There was an i~icreasingly common recognition
that Internal auditing departients could make a
more i.portant coitribut on to help management
cope wit the emerging complexities."1941 was the year when a small group of
forward lookinq internal auditors became
discontented with the vis.b1iity provided, b
existing professional associations and decide
that # new professional organizatton should be
established and dedicated exclusively to the
interests of internal auditors.

" uring the years following 19141, and
especially after World War II, a number of
interrelated forces were at work.... continuinq
expansion of the size and co.plexity of businesi
corporation, governmental bodes and philanthropic
organizations. pusiness corpgortions were also
beccming increasingly diversif ed and extended
gecgraphically to incluade more international
operations."The result was additional concern on the part
of management and a related effort to expand and
upgrade internal auditing groups. Banagement a lso
became increas in ly aware of getting more benefits
from t9e tubstan tial amounts of money expended to
maintain internal auditors and, therefore, was
motivated to use them to help solve broader
operational problems.

"at the same time, internal auditors became
increasingly aware of their opportunities to
beyond the narrower protective role and to made
more substantial and dynamic contributions to
.anagement's welfare. This new emphasis of
, tern1 audito rs expanding their traditional
oInanc~al oaudiiq role to be known as

operational audting.- [50:2-o ]

Thus, since 1941, the profession of internal auditing has

grown, matured and prospered, while ever expanding its role
to serve a wider range of organizational and operational

needs.

To illustrate this growth and development within the

profession, a current description of the function and

objective of internal auditing with respect to operating
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management, as outlined in the Ilk's latest statement of

Responsibilities of Internal Auditors, follows:
. "The objective ?f internal a uditin. is to

1 mmbes o anaement in tbe effqctiveschag9 of their responsibilities b fu iskin
'nh wh analyses, appraisais, recommen ations
and pertinent comen, s concerning the actv ities
reviewed. Internal Audtors are concerned with any
phas9 of business activity in whigh they may be of
service to management This involves going beyond
the accountino and financial records to obtain a
full und ersta ding.of the operations under review.
The attainment of thts overall objective involves
such activities as:

1. Reviewing and appraising thle soundness,
ad.equacy an a pplication, or accounting'
financtal and otier operating controlsana
promoting effect ve control at reasonable
cost*

2. kscerlti ig t.1 e xtent of compliance withestablishea pollleS, plans and procedures,
3. Ascertaining the exent to hichf compan[

assets are accounted ror and safaqua
from losses of all kinds,

4. AscertainWin the reliabilit ofmanarement
data deve loed within the olganizatofl,

5. Algrafsing the ualit of e anc ry ng u assgned Eesponbiltitlne,ai

6. f1S9 ndinq operating improvements."

This chapter has, thus far, traced the need for and

the development of internal auditing from ancient times to

the present. It has been shown that the need for independent
verification and appraisals of financial transactions dates

from the earliest recorded business activity and it appeats
that the need for organized auditing services grew in direct

relation to an increase in complexity and scope of business

operations. Thus, the development of private sector internal

auditing closely parallels the expansion of business

enterprises into more complex endeavors and geographically
separated locations. However, the public sector was not

exempt; it may be postulated that forces similar to those
that drove industry to accept internal auditing drove the
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public sector to impress internal auditing on all levels of
its organization. Therefore, this chapter will continue vith
the objective of providing background material into the
emergence and purpcse of internal auditing in the public
sector, with special emphasis on the development of local
level gcvernmental auditing.

2. Zn1a~g IISc2

Literature in this area indicates that the demand
for accounting and auditing services in the public sector
related directly to the phenomenal growth in the size and
complexity cf federal, state and local government. In the
beginning of United States history, authoratative writings
indicate that the relationship between and the sources of
operating funds for all levels of government were clearly
defined. In recent years, however, this clear separation has

undergcne a profound change due to pressures that have
created an increasing demand for more and better public

services. Today, there are nearly 80 thousand units of
government in the United States ranging from a centralized

national government to thousands of small, specialized local
units. (21 Each of them has legally prescribed jurisdiction,
powers and revenue sources, yet none of them are islands in

the sea of government. The financial affairs of each unit

rests upon a structure of interlocking relationships for the

conduct of programs designed to improve the overall quality
of American life.(5]

Public sector auditing, although more readily
identifiable as a recent phenomenon, does have its root in
antiquity. For example, the Romans were concerned with the
fiscal activities of their government officials and utilized

auditing procedures to assue that their accountability and
their financial transactions were in accordance with popular
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desires. The Middle Ages also produced governmental

auditors charged with ensuring the correctness of footings
and the reasonableness of expeditures and receipts. As an
example, the records of the Chamberlains of the City of

London were first audited in 1298 by a committee composed of
appointed and elected government officials like the mayor,

aldermen and sheriffs. By 1310, the committee consisted of

six men of the city, elected in the presence of the whole

community. (171
The early history of the United States provides an

interesting example of the need for effective auditing and
also cf a frequently voiced ploy used to frustrate auditors:

"itemize the small expenses to death, and lump all the big
ones together." The example that follows is paraphrased for

brevity and contains direct quotations as indicated from an

article entitled "200 Years of Financial management" by

Allen Schick. [21] Hr. Schick states that "war has been one
of the driving forces in the upward path of federal

spending." He continues by offering an example of the need

for effective scrutiny of public spending: "It all began
with a General. General George Washington was not only first
in war and first in peace, but also first in American

budgeting." When offerred a tax free annual salary of $6000,
Washington, "the dedicated public servant that he was",

replied, "far be it from me to accept payment in the service

of my ccuntry; just pay my expenses."
When Washington submitted his expense vouchers for

payment, they included such items as "a gilded coach for
Martha, imported wines, servants and a host of similar

items." As to the accounting record of these necessary

expenses, Mr. Schick shows the following examples: "oats for

mule - three and one-half cents", and on the next page,L. "Sundry and Miscellaneous Expenses - $3500." Oxe cannot
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speculate whether an effective Continental Congress audit
unit would have precluded the disbursement of public funds

for expenses couched in such vague terms. However, one can

assert that an audit of the General's accounts would have

discovered the questionable items, alerted the authorizing
body and allowed timely and appropriate action to be taken.

In the twentieth century, the definitive authority
on governmental auditing at all levels is the GAO. GAO,

created by the Budget and Accounting Act of 1921 as the

national public auditing agency, is a non-political,

non-partisan agency of the legislative branch of government
acting on behalf of Congress. It is charged with examining
the manner in which government agencies utilize appropriated

public funds, and over the years has evolved to be further

charged with making recommendations on the economy and

efficiency cf public expenditures. [22:1) Today, GAO defines

auditing as follows:
The term audit is used to descrie not nsl workone by accountants In examin ng !inancia1 reports

but also work done in revilwing qia) compliance
with applicable laws and regulations, . b)
efficiency and econoly of operations and (c)
effectiveness in ach eving program results.
[5:3]

Thus, GAO is not limited to examining the financial
statements, but may investigate all matters relating to the

receipt, disbursement and application of public funds and
may recommend measures that lead to greater economy,
efficiency and effectiveness in the expenditure of public

funds.

The federal government has grown since the creation

cf the GAO, and as its power and function expanded, more of

the burdens of governing were passed to the states and their

subdivisions. Literature indicates that the flow of billions

cf dollars from Washingtcan, D.C. to state and local
governments in the form of grants-in-aid and revenue sharing
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funds called for the creation of an extensive management

system designed to handle the subsequent rise in

expenditures and reporting requirements. However, this

represents only one factor that influenced the emergence and
professional development of internal auditing at the state
and local level. Martin Ives, CIA, lists other major factors

that affected the scope of audits in local level government

as follcs:
1. Th. rapid growth of government expenditures, the

failure of the tax base to produce revenues
sufficient to keep pace with the growing expenditures
and the resulting increase in the tax rates;

2. The q9neral ipact, of int1tio n on governmental
ezpenaitures and t h-. inabiI tK .o government to
of set the increased costs with increased gains in
productivity; and,

3. The h gh level of pVlic frustration caused in part
y the apparent f i ure of government to produce

results equivalent to the increased expenditures and
higher tax rates. (23:50]

The course of governmental internal auditing has been
influenced by these economic, social and political factors.

This statement is evidenced by the following quotation made
by Elmer a. Staats, former Comptroller General of the

United States:

"Today. qovernment at all levels is beset with
financial prob.ems- one need onl read the pa ers.
our larger cities nave serious financial probyems.
The federal government and state governments, too,
are feeling the pinch of steadily rising costs
accompanied by widespread taxpayer opposition to
tax increases. In such a situation, the skills of
the internal auditor are often just what is
needed." (24:61]

To meet these new expectations and needs, the internal
auditors' scope of audit must flow from the needs of

management. They must gather timely, relevant and accurate

information on performance to assure acocountability, the

proper operation of government programs and the
accomplishment of governments' expanding objectives with

constant, or even decreasing, resource availability.
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The decade of the 1960's was especially difficult

for all levels of government in the United States as rising

personal expectations, fueled in a large part by political

promises, gave way to disillusionment and frustration. [23]

many Americans blamed government; the taxpayer sensed that

government was spending too much and was accomplishing too

little. The problems in the states and cities during this

period tended to heighten the need for increased public

accountability. When government expenditures were a small

portion cf the gross national product, public accountability

was defined with such intrinsically individual terms as
"honor and faithfulness". However, as government's bite

increased, and the need for increased productivity became

evident, accountability was broadened to include the economy

and efficiency of planned expenditures. [17]

In 1976, a joint committee of representatives from

the municipal Finance Officers Association, the IIA and

Price Waterhouse and Company conducted a study into the role
of the auditor in local level government. Basically, their

research revealed that the internal audit function should

perform the following services for local government:

1. ~eck .application of administrative policies and

2. Evaluate the effectiveness of administrative control;

3. Ccnfirm the e .istence.of 4ssels with a view toward
preventing or discovering fraud;

4. Check the authenticity, onpleteness and fairness of
accounting and ?inancal at 1;

5. Assess 4-hg effectiveness and efficiency of operations
and activities;

6. Check compliance with federal and state grant
programs;

7. Provide a training ground for management oriented
personnel; and,

8. landle certain non-recur i gpqoblems that require an
investigative approach. e19:uJ
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In the author's opinion, the value of auditing is in its

ability to independently appraise the operation of
government. As more politicians become aware of the benefits

of internal auditing, more emphasis will be placed on its

acceptance at the local level. Internal auditing can help

local level governments and the public officials who serve
their ccnstituencies reduce costs, improve efficiency,

eliminate unproductive programs and aid in the process of

accountability.
The role of the auditor with respect to public

accountability extends back to the ancient Greeks. According

to Aristotle: "some officials handle large sums of public

money; it is therefore necessary to have other officials to
receive and examine the accounts." (23:52) The

responsibility of today's government auditor is similar to

that described by Aristotle. They are expected to examine

the accounts, but the term "accounts" encompasses far more

that the financial accounts, it now embraces the

administrator's total accounting for efficient and effective

performance.

what has occurred in the area of governmental

internal auditing closely parallels the evolution of private
sector auditing in time, concept and achievement. Some of

the factors listed earlier are similar to those that

influenced the private sector to develop internal auditing

organizations and have produced a similar concern for

operating efficency and cost reduction. The other factors,

more peculiar to the public sector, have caused governmental

auditing to move more deeply into the program effectiveness

directicn. In this regard, the IIA redefined the scope of

private sector internal auditing in their 1971 Statement of

Audit Responsibilities; similarly, the GAO redefined and

expanded the scope of public sector auditing in 1972. The
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resulting broadened outlock has had an effect on the

financial accountability aspects of auditing.(23]

C. SUKUARY

This chapter has briefly discussed the history of

private and public sector auditinq and sought to provide the

reader with the reasons for the emergence of auditing in

local level governments. It has been shown that the need for
public sector auditing grew from the need to provide
government managers and officials with better information on
their performance. Government expansion taxed the

capabilities of these managers, and thus, more reliance was
placed on the advisory and investigative capacities of

internal auditors. It may be postulated at this point that
since the complexity ani scope of governmental operations

will not diminish in the fozeseeable future, management of
governmental programs will increase their reliance on

internal auditing as an aid to efficient operations.
Accordingly, the following chapter will continue with the
objective of providing the reader an insight into the

meaning and significance of the expanded scope audit

standards issued by the GAO in 1972.

I.
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A. PRIPACE

This chapter will seek to det!he what internal auditing

should be designed to accomplish in order to provide a

standard of measurement from which to judge the current

effectiveness of internal auditing within County and

Municipal governments in the State of California. Beginning

with a thorough discussion of the levels of audit speicified

in the General accounting Office (GAO) Standards for Audit,

this chapter will continue with an indepth discussion of the

meaning and significance of the expanded scope standards

issued by GAO in 1972.

3. GRIlSAL

Fundamental to a democratic society is the requirement

for governmental agencies utilizing public funds to

periodically render a full accounting of its activities. C5]

This accountability is inherent in the process of

government. The following qcotation from Ellsvorth H. Morse,

Jr. points toward this concept and the integral part to be

played by governmental auditors:
"Interfal 'i ing ca .behaj importanj tool in
=rono-.no e lenff ang ldc ous use o te *sor*than 2 bilon taxp ers rovide the g.S.
Government to finance a lde range of activities,
services and facilitie s.

"There is no .place in government for the
misuse or the inef=ective use of public c money
because money is a scarce resource in relation t
all the demand for public services and activities
that are placed upon governments.

"a venmental mnagemen systems need good
mechan ss to be promote e ficeicy, economy and
effectiveness In e use .of pubc fund * The
need *hem perhaps more than private inar3a0systems where the external discipline of the

sar~e fipace is a strong fator l norqn
such resuts." [25:10]
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Thus, in preparing their new audit standards for

publication, the GAO included the concepts of fiscal,

managerial and program accountability. As discussed

earlier, the standards provide an audit scope that goes

beyond financial and compliance auditing to encompass audits
of efficiency and economy and the achievement of programmed

results. However, the following basic premises also underlie
the audit standards and were considered in their

development:
1. Public office carries with it.the responsibility to

arlry resources in an efcient, economical.nd
efet ive manner to achieve the purposes for whnch
the resources were furnished;

2. A public official is accountable to those who grovidg
the resources he uses to carr t Bovern al
programs. Consequently, he should be proy ng
appropriate reports To those to whom he is
accountable;

3. Auditing is an import4nt part of the a ccuntabilityrocess since it provi es nependent ludugements or. credibiltty of public officials" statements about

the manner p; which they have carried out their
responsibilities. Audit i also can help deqis on
makers improve governmental operabons d Identifying
where improvements are needed;

b inter ests o$ individual governments in many
TinancIlly assfisted programs 0 lten cannot be
isolatea because the resources applied have been
con nqled. Therefore, an audit should be designed to
satisfy both the common and discrete accountability
interests of each contributing government;

5. iooperajiongby federal, 4tate and local qovermnents
1 .audt p 9grafs 9 c common interest v a
m nimu of duplicat on is of mutual benefit t all
ccncerned and is a practical method of auditing
intergovernmental operations; and

6. tuditors may rely upoDithe work of augitors at other
levels Of governsen if they satisfy t emselves as to
the other auditors' capabilities by appropriate tests
of their work or by other acceptable meth ds. [5:3-4]

In order to provide the community of governmental

auditors a practical approach to the audit of governmental
units, the Comptroller General of the United States issued a

publication in 1972 entitled "Standards for Audit of
Governmental Organizations, Programs, Activities and
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Functions". The procedures contained therein incorporated

the accepted basic premises and were applicable to federal,
state and local governmental auditors. The objective cf the

standards was threefold:
1. po vide a means b 1Xhtch federal, stae and 19ci

ev elogovernne t couU improve the qaiyo
auditing function;

2. To improve the overall control of government
organiat ions; and

3. FofVilitate the evaluation of government entities.

These standards conformed to the generally accepted auditing

standards issued by the American Institute of Certified

Public Accountants (AICP), however, they included the much

broader definition of auditing considered imperative for the

growth and development of governmental auditing.

C. LVTILS OF AUDIT

The GAO standards define the elements of a governmental

audit as follows:

Let vel I - tinaial and Compliance.Determinesc(a vhe her nanci operat ons are
prcpery con uctd,. (b) whether the rinancial
resorts of an aud ted entity are presenteda irlan .. (c whether the entity has compied vifi
applicab l laws and re ulatio .

"Level II - Econos and uiciency. Detersines
whether the entity is managing or utilizing its
resources (personnel property space, and so
forth) in an eccno pcat and If icient manner and
the causes Of any -ne~icfenc~es or uneconomical
practices, including inadequacies of management
Informati n systems, administrative procedures or
organization structure.

Level I - Program Results Determ es
whether the desired results or benefits are being
achieved whether the objectives Istablished by
the legislatage. or other authoriz..ni qbody are
beinq met, and whether the agency ha , cons dered
alternatives Which migbt yield desired results at
a lower cost." (5:2]

In its publication, the GAO explicitly states that an audit

need not have all three elements to qualify as a complete

and thus full scope audit; and, indeed, it is often not
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desireable or practical to accomplish the full scope audit
as defined. Constraints of time, money, actual
organizational or managerial need, or legal requirements

must be taken into account prior to the determination of

audit scope and direction. Nevertheless, these elements
highlight the importance of the auditor having a clear

understanding of what is entailed in each level of audit.

In conducting a Level I audit, the auditor's focus

is on the financial statements prepared by the organization
for external users. The fiscal operations and record keeping
procedures are scrutinized by the auditor for correctness,

consistency and completeness. The purpose of this audit is

to determine whether the entity's financial statements
fairly present its actual financial position and results of
operations. Further, the auditor is interested in the
integrity of the system of internal control and the adequacy
of the accounting system to record transactions and
accurately report the results of operations.

This indepth financial examination is also conducted
to assure that. the entity has conformed with generally
accepted accounting principles and that all records and
statements are in compliance with existing and applicable
statutes, regulations and governing body determinations.
Although being akin to the traditional government audit,
this audit is alsc concerned with the practicality and
reasonatleness of the entity's policies, laws and rules, as
well as their effect of operations.

The auditor's function is to gather sufficient,
reliable and irrefutable evidence that will allow him or her
to render an opinion as to the overall clarity of the
organization's financial reports. Prior to publishing an

33



unqualified report, the auditor must insure that

transactions are recorded accurately and that they are

complete and summarized in a consistent manner.

In conducting a Level I audit, the auditor's focus

is on the way organizations use available and allocated

resources. Specifically, its purpose is to identify methods

of improving operations and reducing cost. According to a

GAO pamphlet entitled "Answers to Frequently Asked

Questions," audits of economy and efficiency delve into

matters such as the fclloving:

1. The need for goods or services provided or procured;

2. Thl reasonableness of costs incurred or expendituresma e ;

3. The 4dejuacy of safeguards over and care of resourcesacquir ea

4. The proper utilization of resources; and,

5. The adequay ?f ; .yenue received for goods or
services soi.LOij

It goes on to state that:

"Such Vatters are pursued primarily from thetandpoint of imp ovaments needed - usuallyby
Identlfyina avoidable costs or waste
possibilities for increased revenues an&
altrnative procedures for producing similar
results at l0wer costs or better results at the
same or lower costs." [30:13]

Thus, the auditor is concerned with the organization's

success in carrying out its responsibilities and whether it
has done so with due regard to the conservation of public

funds.

An approach utilized to conduct an audit concerned
with efficiency and economy is the use of a technique called

operational controls review. This review, as it applies to

a public sector organization, has six steps:

1. obtaining a workina knoyledie of the entity's
purpose, systems and Operations,
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2. idetifying areas where efficiency and economy niqhtse proved;

3. Zvap ati'q manaqemnent practices in comparison to
preierrei practices;

4. Assessing the impact of departures from preferred
practices;

5. Poaul tini dPOssible improvements and costreactioens, and

6. Ccumunica tin the finding possible
recommen ations to management. F :osil

Thus, a prerequisite to a Level II audit is a demand

that the auditor be familiar with the organization's overall

operational strategy. He or she must have firm, first hand

knowledqe of the pulse points within the entity in order to

investigate whether it is getting the most it can for the

money and resources it consumes. Therefore, it is not

sufficient for the auditor to determine if a particular good

was ordered, received, billed and paid properly; the auditor

must be concerned with whether the good was required, was

used productively and whether it could have been procured at

a lower price.

3. Rrn Inila

in conducting a Level III audit, the auditor's focus

is multi-faceted. The auditor is concerned with how

successful the program is in accomplishing its intended

results. However, he or she is also concerned with whether

it is staying within its financially appropriated

boundaries, its costs are commensurate with its benefits and

whether sufficient alternative programs have been examined

for their potential. Anthony and Herzlinger describe the

process of program results auditing in the following manner:

"le a,1e here conqerned not with evaluation of
spe¢4 c aspects or a program, but rather w th the
broad evaluation of a program as a whole
particularly of those pCoqrams whose continue

Se o tiona s . I . 1 1ese programs are not
effective the s bulde discontinue or at least
redirected." 6: 21]
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It is apparent, that the auditor's function is to report

meaningful observations and to make constructive

recommendations as required to assure the continued
effectiveness of governmental programs.

The role of the auditor in this regard is to assist
management by providing useful information as to whether a

program has adequate, attainable goals and if these goals

are being achieved. erely the idenification of these
programs can produce substantial savings by providing

legislators with the evidence necessary to distinguish
between programs that work and the programs which do not.

Again, Anthony and Herzlinger provide an insight into this

phase of program results auditing:
S "....legitlat n reqlirinj oversight of Erogram!

has bee 12n eectslnce 1946. The scope o? fISa
evaluat on efforts was greatly enlarged in the
early 1970's when the federal gxve nment delegated
to the states the task of providing most social
services and required as a condition of funding
these proq rams th4t a fo mal means of valuat in
them be b itablished. At about the same tIme there
was widespread interest in sunset legislation -
A ws that provided for the automatic
fts ontiuance of a progran unless it was
evaluated every six to eight years and found to be
effective." [2 :521]

In order to determine if a program is effective, the

programs' output must be measured against a clearly defined
standard. The auditor must view the organization from the
standpoint of whether its goals and objectives are being

achieved through the program's performance. Inadequately
defined, or non-existant goals and objectives can cause
confusion in the attempt to ascertain a particular program's

effectiveness. For this reason, in order to perform
meaningful audits, established standards of measurement and

operational goals and objectives must be identified or

agreed upon from the outset.



D. RZLATIONSHIP TO OPRATIONAL AUDITING

The term "operational auditing" refers to the practice

of examining and evaluating the operating, managerial or

administrative performance of an activity beyond the

requirements of a financial accounts or statements audit.

Its primary purpose is to identify opportunities for greater
efficiency and economy and to improve the effectiveness of

carrying out procedures and operations. Thus, its objective

of providing better decision making information for managers

and bringing about improvements within the entity, closely
parallels the objectives of the three types of audit defined

in the previous section of this Chapter.
In crder to show this relationship more fully, the

following description of operational auditing is provided:
"0 erattional auditingtafj4ises the admipistrttive
0o1trois within at ites othner t an -hnose

Include.d in accounting anj ffiancial audits. For
example, _some of the act v ties r 1gularly covered
by operational audits are purchasin , receiving,
shipinq, stores personnel, office services,
prc8uct on control, engineering, quality control,
Insurance, advertisinq and marketing.

"The internal auditor's objecti.ves are based
on the needs of the management he serves. These
needs may be summarized as follows:

"Top management needs:

1. assurance that it Plans are comprehensiye,
consistent and une stood at th operating
level;

2. oblective informatign on how.well its plans
and poicies are being carried out th the
operating level; and

3. reassuance that all operating rg orts can
be relied upon as a basis for actign.

"Operating management needs:
1. informstion on weaknesses in administrative

controls particularl7 as to possible
aources of waste; and

2. aid in seas uring the 9ffici .nq of
operations by fqed ack or information
the quality andcost of the work ana
adherence to schedule.

"In attemptilq to meet these managerill needs,

the intern a ud r samples the wor er orsed to
see whether it is in accordance with approved
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roccsdures. e ye ifies the accu-ac1  a
onsistency of the in formation contained t e

cprating reports and he studies the format of
these report eo determine whether the information
is provided Ip a mean ngful form.

"Above all, the internal auditor is alert for
indication of sources of waste and opportunities
for improvement. The auditor's traditional
protec. ve responsib i ty for seging _that the
companyIs needs are sa feguarded against loss, has
now .ecque more briadly interpreted as a
constructive responsibility for providing
protection against waste of any kind and in
general to help management operate effectively and
profitably.' 27:832-833]

Thus, this type of auditing encompasses the elements of

economy and efficiency and program results as described in
the GAO standards; the deviations relate to specific

refinements caused by a strict public sector orientation.

Up to this point, the thesis has discussed the types of

auditing mandated by the GAO to be performed at all levels

cf government and their inescapable relationship to
operational auditing techniques. The reader has been

provided with a brief description of each audit level and

the auditor's specific role and function within each level
has teen delineated. The guidelines utilized to conduct
these audits, however, are discussed in the following
sections.

THE GENERAL STANDIRDS

1. - 92 21 kUdiZ 2or1

This first standard demands of the auditor an audit

broad enough to fulfill the needs of all possible and
potential users of its results. The objectives of the full

scope audit described within this standard are as follows:
1. Tge exasination of the total financial orations of

the entity shall nclu e suf fcent aut work to
determine whether the auditied entity is:

a) maintainina effective cont;olt over revenues,
expenditur s, assets and iabities;

b) properly accounting for its resources;

38



I

C) gr~ar"ng firacia. .r~rts that are accurate,
re abe, userul an afly presented; ana

d) complying with applicable laws and regulations.

2. The reviev of effic ency.and economy shall include n
.ngepth inves gaton into whether the entity Is
carrying cut is responsibilities, and

3. Ther ewe of program resglts shall inciudq a
Indpeth inquiry into the results or benefits achievea

and whether the programs reviewed are meeting their
established objectives." (5:12]

Since the terms efficiency and economy are both

relative, the GAO does not intend that auditors render an

opinion as to whether an organization has reached an
acceptable level of either. Instead, the auditor is
concerned with the identification of uneconomical and

inefficient practices such as duplication of effort,

overstaffing and the wasteful use of resources, as well as

how these practices can be eliminated.

Program results audits are also concerned with
gathering accura t e and reliable data relevant to the program
or activity being reviewed. This data must be evaluated

against a prescribed norm, and, since wide variations in

individual opinions are possible, the GAO recommends that

the audit work in this area be centrally coordinated and
verified by the Chief Auditor or an independent group of his

staff. [5]

2. 2M&.fications

The second gen, ral standard places a responsibility

on the auditor for ensuring that the audit is conducted by

an individual or group possessing the collective knowledge

required to perform the review. High quality personnel,
those having skills commensurate with the general level of
audits undertaken, will ensure that the audit will be
adequately performed and that the findings and
recommendations of the group will be accepted for action by
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management. The general reguirements for staffs perfcrming
governmental audits are:

1. A basic knovledqe of aid4ting theory *and procedur s
an the educaUion, .b.iy or experience to apply
this knowledge to audit worki;

2. A baqic knowledge of governmental operations and
organization; and

3. The possession of ,he sills required for the auit;
Se. to audit financ al stan ements the au dtor
should be proficient in accounting. for other tes
of audit work, the auditor may need acceptable ski ls
in statistics, law, engineering or actuarial science.
[5:13]

Because of the variations in program objectives and

organizational structures, as vell as differences in
statutes, laws and regulations, these skills apply to the

audit unit as a whole. If these skills are required, but are

not possessed by the assigned audit unit, a cooperative

effort with different audit organizations is prescribed.

3. jn 2Udence

The third general standard requires that the auditor
or audit unit be sufficiently independent to produce

unbiased opinions, conclusions and judgements. In examining
the extent of his or her independence, the auditor must

consider attitudes and beliefs in relation to three classes

of impairments; personal, external and organizational.

ftorsoIl Luiui.nts are circumstances which cause
the auditor to be in any way partial becuase of his personal

situation. These circumstances include personal
relationships with the auditee, preconceived ideas about the

cbjectives or quality of operation of a particular program,
previous involvement in a decision making or managerial role
within the activity to be audited, any political or social

biases and prejudices or a financial interest in the
organization.
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X11_,_ JkaRirmen _tA are factors that restrict the

auditcrs ability to render objective opinions or

conclusicns. These factors may include interference that
modifies the scope of the audit or activities and functions

within the organization to be audited, denial of access to

source documents, retaliatory restrictions placed on the

funds cf the audit group or influences that place the
auditor's employment in jeaprody.

Li 1 me Ira aents are those restrictions
that affect the audit because of the units place within the

organizational structure of government. That is, since

auditors may be subject to policy direction by superiors who
are indirectly involved in the governmental process, the
unit should be isolated as much as practicable from the line

management function. These auditors should be removed from
possible political Fressure so their findings can be

reported without fear of censure. [5]

"-. I ! Urofess lonal _ga!e

The fourth general standard focuses on the

responsibility of the auditor or audit group to employ high

professional standards in the conduct cf governmental

audits. It imposes upon the auditor a requirement to be

alert for situations that could indicate fraud, improper
expenditure of funds, inefficiency or waste. Exercising due

professional care implies the use of good judgement in the
selecticn of test procedures and in the preparation of

reports to management. It also implies a mutual

understanding of the organization's objectives, a goodF working knowledge cf the organization's operational status
and the authoritative interpretation of effective output
measurement criteria. [5]
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P. THE EXABINATION AID EVILGAIOI STANDARDS

1. p~~lnninq

This standard places the responsibility for the

perfromance of adequate advanced planning, as a basis for an

effectivre audit, on the auditor or the assigned audit unit.

Sufficient planning is essential in the identification of
areas to be covered by the audit and to permit the optimal

scheduling of work to make the best use of available
manpower. Audit plans, however, must remain flexible enough

to permit any special examinations and to meet the needs of

changing managerial circumstances. The units' planning

should include coordination with other audit groups as
appropriate, the assignment of qualified personnel to the

audit, the limitation of the work to be performed and the

identification of the format and content of the reports to

be issued. [5]

2. evisio

This standard places the repsonsibility on the

auditcr for ensuring that less skilled audit staff members
receive appropriate guidance in the performance of their

2 work. Proper supervision requires effective control from the
beginning of the audit, training, assignments to audit based

on available skill and providing clear instructions as to
the assigned tasks. Supervisory reviews should be directed

toward the substance and method of the audit to insure the

conformance with auditing standards, the proper execution of
the audit program and the accomplishment of the audit's

objective. It should also ensure that the working papers

properly document and support the audit's findings and that

it provides a basis for the preparation of a meaningful

report. [5]
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3. je1ala Rug try 11uiremenis

In the audit of governmental organizations, an

understanding of the pertinent laws and regulations that

govern an entity0s operation is particularly important to
the auditor or audit unit. This standard places the

responsibility upon the auditor of determining whether the
organization has complied with the requirements of existing

laws, statutes, policies and regulations. It is imperative
that the auditor familiarize himself with those legal and

legislative initiatives that apply to the unit under review
because the nature cf the review will, of necessity, vary
depending upon the level of audit being performed.

This standard places upon the auditor the

responsibility to determine the degree of reliance he or she

can place upon the information he is supplied by the
organization under review. Internal control is the

organizational plans, methods and utilized measures that

safeguard assets, verify the accuracy of financial

transactions and encourage compliance with managerial
policies, procedures and practices.[5] By definition,

control begins with delegated authority and planned
operaticns and continues through output and performance

reporting. A well designed system of internal control

insures efficeincy, economy and the achievement of planned

results. Such systems provide current standards against
which the entity's output can be measured and allows

initiatives that adjust operations based upon conformance to

these prescribed standards. Therefore, the auditor needs to
concentrate his or her attention on those controls that are
integral to the areas being audited and determine if serious

deficiencies exist that would impact on the effective

operation of the entire system.
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5. Zzi _ne

This examination and evaluation standard places the

responsibility upon the auditor for obtaining sufficient,

competent and relevant evidence that will afford a

reasonable basis for his opinions, judgements, conclusions

and recommendations. [5] The key works in this statement
that relate to evidence in general are sufficiency,

competency and relevancy. Sufficiency is the presence of
enough factual and convincing evidence to lead a prudent man

to the same conclusion as the auditor. Although this is

judgemental, the judgement of the auditor should be
objective. Competent evidence is reliable evidence; it

should be the best obtainable. In judging the competency of
evidence, the following hierarchy is useful: evidence from

independent sources is more reliable than that obtained from
the audited activity; evidence developed within a system

possessing good internal controls is more reliable than that
obtained where weak control is evident; physical evidence
gathered by the auditor is more reliable than that obtained
indirectly; and, original documents are more reliable than
copies. Relevance refers to the relationship of the

information to its use; that is, the facts utilized to
support a particular audit finding must have a logical

relationship to the area under review. [10:205]

The auditor's working papers act as the repository
for the evidence accumulated to support the audit's
observations and recommendations. Working papers document
the audit effort and should be safeguarded and retained for
future use. A good set of working papers should be complete
and accurate, be clear and understandable, be legible and

neat and contain only material directly pertinent to the

audit and the related report.
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G. THU REPORTNG STANDARDS

This standard requires that an audit report be

submitted as a writeen record of the results of any

governmental audit. The audit report is designed to

communicate and to persuade; it is the one time that the

auditor has the undivided attention of management and, thus,

should portray the findings and appraisals of the auditor in

such a way as to promote action. Reports should be prepared

to disseminate the audit's findings to the widest possible

audience, to make the auditor's recommendations clear and

less susceptible to misunderstanding and to facilitate and

monitcr the follow-up and feedback function.

Ideally, the report should be made available to

management officials directly responsible for the operations

reviewed, to other interested officials who may derive some

benefit from the information in the report and, unless

restricted by law or regulation, to the general public.

However, in cases where classified or other security

information is avialble in the report, this standard

provides for a limited distribution only to those directly

involved or responsible for the actions of the audited

organization. (51
Top management's role is important in this case

[ because by its inattention or inaction to the findings and

recommendations made in the report much of the internal

audit unit's contructive benefit can be lost. It is

imperative that management recognize their function in this

regard and take appropriate action on the written report.
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2. 1jelines

The value of the audit report is directly related to

its timeliness. This standard requires that if a delay in

issuinq the final report is evident, interim communication

by memo or interview should be provided to appropriate

officials prior to the final reports publication. This

communication is not to be considered as a replacement of
the final report, but can alert management to situations

that require immediate attention. In this way, it will be
possible for management to institute corrective measures

prior to the matter impact.ing on the operation of the entire
organization. [5]

3. Qn±tent

This standard requires that the auditor's final

report will be easy to understand, will present the audit's

scope and will delineate the auditor's findings and
conclusions in an objective manner. All reports will be

concise, accurate, complete, fair, objective, adequately

supported, constructive in tone and will recognize

noteworthy achievements evident throughout the audit. [5]

This standard states that the auditor will assume
the full responsibility for the financial date presented in

a repczt or will inform the reader through explanatory

comments on what degree of responsibility he or she will
assume on matters relating to significant financial issues

affecting the report or his opinion. Further, each audit

report containing financial statements will contain an

expression of the auditor's opinion as to the fairness of

the data's presentation in relation to the generally
accepted accounting principles of consistency and
disclosure. (5]
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This section has fully described the contents of the

expanded scope audit standards published by the GAO. The

general standards, the examination and evaluation standards

and the reporting standards have been discussed in the

detail necessary to fully understand their meaning and

significance to governmental auditors.

H. SUINAR!

This chapter has presented a description of each level

of audit specified in the GAO Standards for Audit and

thoroughly discussed the expanded governmental auditing

standards issued by the GAO in 1972. Additionally, this

chapter has sought to convey a sense of the actual

methodolcqy, techniques and requirements of auditing in

order to provide the reader with a perspective on the
development of governmental internal auditing. The chapter's

objective was to highlight the current function of internal

auditing in government and to provide an insight into the

sound principles cf internal auditing that govern the

actions of governmental auditors.
The next chapter will provide the reader with an indepth

discussion of the author's research methodology and will

deal with the thrust of the questions asked of practitioners
to determine their degree of compliance with the GAO

Standards for Audit.
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A. PREFACE

This chapter presents the research methodology employed

by the author to support the thesis objectives discussed in

Chapter I. Specifically, an overview is provided of the

method utilized to determine the degree of compliance with
the General Accounting Office (GAO) Standards for Audit at

the Ccunty and Municipal levels of government in the State

of California. Also presented in this chapter is a

discussicn cf the purpose and intent of each question asked

in a questionnaire used tc gather data pertinent to the

subject area.
The data gathered from the questionnaire will be

analyzed in the next chapter. Specific conclusions and

recommendations concerning the relevance of the data to the

future growth and development of internal auditing in local

level government will be detailed in the final chapter.

B. TE QUESTIONNAIRE

This section highlights the questionnaire and focuses on

the following interrelated survey and data collection

issues: the methodology employed, including the basis for

sample selectior, and the measures utilized for comparative
analysis. Specific aspects of these issues which the author

feels are important to the readers understanding of these

analytical procedures are described in detail.
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A survey was conducted to include County and

Municipal Auditors in the State of California. The survey

was accomplished by the questionnaire provided as Appendix

C. In addition to pertinent background data, the

questionnaire was designed to gather data concerning the

organization and independence, the professional skills, the

audit performance and the reporting practices of the

organizations surveyed. The questionnaire was also

structured in a manner to permit an assessment of the degree

of compliance with the General Accounting Office (GAO)

Standards at these levels of government.

The survey questionnaire was mailed to all 58 County

Auditors and to an equal number of Municipal Auditors in the

State of California. The Municipal Auditors were

scientifically chosen from the total population (417) of

munic!palities within the State. Cities were drawn by a

random selection process from the California Roster 1980-81

which is compiled annually by the Secretary of State. All

cities listed in the Roster were assigned a sequential

number and the municipalities selected to receive a

questionnaire were then mathched by the random number
generater capability of the Texas Instruments TI-59

Programmable Calculator.

Additionally, a survey test was performed prior to
the main questionnaire mailing. Six questionnaires were

distributed, three to County and three to Municipal

Auditers. The respondent's comments concerning the nature of

the questions and their ease cf understanding were obtained
during subsequent personal interviews. Questions that posed

possible answering difficulties were changed prior to the

questionnaire being mailed to additional practitioners.
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Sampling within the finite population of the State
of California was considered by the author to be a
statistically sound procedure because of the States' diverse

constituency and broad based, well organized local
government system. Further, the percentages quoted in the
next chapter are based upcn the compiled results of the

replies received from the County and municipal Auditors
surveyed. To insure that the responses could be considered
statistically discernible, the author considered a minimum
return rate of 40% to be required. This figure will provide

sufficient information to ensure the reliability of the data
and of the author's inferences and conclusions relating to
the thesis objectives.

Table I summarizes the specific characteristics or
attributes measured by each question within the
questicnnaire. The questions have been grouped into the

major topical areas discussed in the previcus paragraph and

further subdivided to include their relation to the Audit

Standards presented in Chapter II. The reader should note
that some of the questions are dual purpose, that is, they
serve to provide information on more than one area. In this
regard, Table I should be reviewed and utilized in

conjunction with the questionnaire presented in Appendix C.

As mentioned above, the questions are divided into
major topical areas within the questionnaire; a brief

discussion cf each area, and an indepth discussion of each
questions' thrust is provided below.

a. Background Information

The information requested in this area had a two
fold purpose: to allow a segregation of the data by specific
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TABLE I

Key to Internal Auditing Questionnaire

> Ppulaion of Cgunty/Nunicipality 1
I ected or appointed Status 2

> Length of Term an@ Total Service of Auditor 3
> Type of Budget utilized by County/Municipality 8

A. 2rr=Jjf mAzi ul Indend-ie_
> Se regationof Duties
> Sccle oW Audit VcrK
> Conflict of Interest 12
> Independence 10, 13, 15, 25
> Specific Organizational Matters 16
> Extent of Unit's Growth 18

> Qua 41.c tons of .urr nt Auditor and Staff 5,
> Establis Quas eficat ons Standards for Staff
> Extent of Training Available and Utilized 14, 19, 21
> Extent ol Consultant Usage 22
> Recognit ion 23

> Coupliance 11
> Utilization of Auditor 20
> Aud!t P;ograms 26
> Schedulinq and Planning 6, 27
> Internal controls 28
> Inmediments to Full Scope Audits 30
> ADP Involvement 32

I . i t ~ RLA.t.

> Adit Review Process 29, 31, 33, 4
> Firal 'Report Ccntent 35
> Evide ce 36
> Tivell±nefs 37
> Supervision 24, 38
> Degre. of Acceptance 39
> Distrbution 40
> Special Future Potential 40

groupings and to enable the author to correlate data based
upon the extent of auditing services available, the size of

the staff and the functions performed by the Auditors

themselves. All questions in this section were based upon a
nominal scaling measurement technique and, due to the
straight forward and objective nature of the questions, the

author believes the responses were not biased.
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Question number 1 of the County/Municipal

Internal Auditing Questionnaire concerned the population of

the area served by the surveyed auditing units. The auditor

was requested to choose the applicable range of population

from a list of five possible alternatives. The intent of
this question was simple categorization and the results

utilized as a means of relating the size of the community

served to the auditing functions provided and required.

Question number 2's purpose was to determine
whether the responding auditor was an elected or an
appointed official, and, if appointed, by whom the
appointment was made. The intent was to ascertain, and to
make a judgement ccncerning, the possibility that an

appointed auditor might feel an allegiance to the individual

or grcup making the appointment. In such a case, the

auditor's review of specific activities and responsibilities

might indicate a degree of bias.
Question number 3 requested the Auditor to

fill-in the length, in years, of his or her term in office
and the total length of time they have served in this
capacity. The purpose of this question was to determine if
any specific benefits could accrue to an individual

governmental unit based upon an auditor's longevity in

office.

Question number 8 requested the respondent to
classify the type of budget utilized within his or her
County/Municipality. This question was designed to gain
information on the number of local governments utilizing a
program budget format. Its intent was to relate a specific

type of budget to the ease of conducting Level III or
program results audits.
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b. Organization and Independence

The placement Cf the auditing unit within the

governmental structure can have an effect on its ability to

functicn properly. Auditing is a staff function, however,

its position within the chain-of-command should not preclude

direct liason with those in the higher eschelons of local
government. Independence is generally considered a matter of

ethics, but in truth, the quality of that independence is an

important central concept within public sector auditing.

(32:33] The information requested in this area concerned the
perceived impartiality of the auditor, in fact and in

appearance, and the effectiveness of the auditors' clerical

and professional procedures. Again, the nominal scaling

technique was used to measure the respondents answers and,

unless indicated below, it was felt by the author that all

responses were not susceptible to bias.

Item number 4 was designed to measure the extent
to which related governmental functions were performed by

the auditor. The completion of duties that are not normally

consistent with the responsibilities of an auditor, and his

cr her subsequent review of these areas, may constitute an
impediment to his or her independence and the appropriate
segregation of duties. The actual positions held within

government by the County Auditors are a matter of record.

The additional duties of the Municipal Auditors, on the
other hand, were unknown prior to the survey. The question
was asked of both groups to categorize the duties performed

by the size of the governmental unit and to judge the

ability of the auditor to operate effectively and

independently w,-:hin each position.
Item number 9 is an extremely important

question, and requests the responding auditors to identify

their wcrkload distribution. They were requested to provide
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the approximate percentage of time spent on each of the

listed types and levels of audit. The intent of this
question was to determine the main thrust of the auditor's

effort and the extent of his or her compliance with the GAO

general standard concerning the scope of audits. It must be

understocd at this point that the answers represent merely

an approximation; a correct and complete summary of

information would not be possible without the auditor

performing a lengthy historical analysis of their workload.

The extra time required to accomplish this might well have

resulted in the auditor not responding to the survey in its

entirety. However, the author feels that the approximated

results will allow, wit h a degree of certainty, a

correlation to be established between the amount of time
spent in each area and the size of the County/Municipality

or of its available staff.

Question number 10 specifically measured the

degree Cf independence afforded the office of responding

auditors. A brief fill-in answer delineating the title of

the auditors' reporting senior was requested to determine

the auditors placement within the governmental

chain-cf-command. The intent of this question was not only

to ascertain the auditors' independence, but also to judge

the relative stature of the office within these levels of

government.

Question number 12 was developed to gather data

on the extent to which Conflict of Interest statements were

avialble and maintained. A yes/no question format was

utili.zed to glean information on the auditor's perception cf
the need to identify and to remain aware of the possibility

that impairments to the conduct of audits exist.

Item number 13 queried the auditor concerning

the source of his or her operating funds. If not
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specifically appropriated to the auditor's office, a brief
fill-in answer delineating the governmental department that

allocates funds for his or her use was requested. when the

Office cf the &uditor does not have specific funds

appropriated for a justified schedule of audits, the auditor
may be requested to perform extraneous functions for the
manager in charge of the funds. However, when management has

approved a budget for use by the auditor, it is tacit

acknowledgement by management at the executive level that

the auditor's primary function is to carry out audits and

not to perform line duties. (7:609] The intent of this

question was to determine the possible extent of this

problem at the County and Municipal levels of government
within the State of California.

Question number 15 requested the responding

auditors to select the appropriate individual or group that

provides access approval to the staff auditor for data not
readily available or provided during a scheduled audit.

Independence in an audit's scope is a fundamental tenet of
the GAO standards, and the results in this area were used to

appraise the level of compliance with the standards intent.

Item number 16 presents information on five

K. different, yet related, aspects of organizational behavior
. evident in the unit's audit office. The auditor was

requested to provide a yes/no response to matters pertaining
to the availability and, therefore, the degree of internal

compliance with accepted clerical and professional

procedures. The intent of this question was to augment

specific responses in other areas of the questionnaire,
ioe., the format of audit programs; and to provide

definitive information on the availability of guidance to

auditors and/or prospective staff members.
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Question number 18 asks the responding auditor

to chccse, from a given list, the statement that best
describes the historical action of his or her budget or

budget share. In the audthor's opinion, a steadily
increasing budget share would indicate the importance to the

community of the auditing function. However, any other

answer could be evaluated as a measure of the perceived
negative growth potential for governmental auditing in

general cr be indicative of the current financial status of
many local governments. The purpose of this question was to
determine the growth, or stagnation, potential of internal

auditing units in local government.
Question number 25 requested the auditor to

select the appropriate individual or group that sets audit

priorities for their organization. This question may have a

public sector bias, in that audit priorities are often the
province of the local legislature. Although the responses
may reflect this attitude, it will be interesting to note if
auditors perceive that they are gaining a voice in the

proper selection of audits based upon both organizational

needs and requirements.

c. Professional Skills

Competent and experienced personnel are required
in order to accomplish the objectives of the GAO expanded
scope audit standards. The Auditor must be knowledgeable and
have the proper professional credentials, but his staff must
also possess the well rounded backgrounds required for the
completion of full scope audits. Questions in this section
requested the qualifications, eligibility standards andF.
training requirements of the auditor and his or her staff.

All but one of the questions in this area utilized theK nominal scaling measurement technique; question number 16
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was based upon an abbreviated interval scaling form of

measurement. In this type of measurement, specific

attributes are ranked in their order of importance with the

interval between adjacent points on the scale being equal.
Again, because of the straight forward and objective nature

of these questions, the author believes that the responses

would not be biased.

Question number 5 requested the auditor to check

the applicable professional credentials he or she has

attained and to fill-in the college or advanced degrees the

auditor holds. This questions' purpose was simply to

determine the educational and professional credentials held

by County and Municipal Auditors in the State of California.

Question number 7 concerned the size and the

professional and educational qualifications of the audit

staff. Responding auditors were requested to fill-in blanks
with the applicable informaticn concerning the total number,

the number with college or advanced degrees and the number

of CPa's and CIA's on their current staff. The questions'

purpose was to determine the size and capabilities of the

entire staff and tc link these results to the capacity for

completing the scheduled audits.

Questions numbered 14 and 19 were developed to

determine if a formal training program exists at this level

cf government and to determine the emphasis placed on
staying current in public sector and related professional

techniques. Item 14 requested a yes/no response to a

question concerning the availability of a formal training

program, while item 19 requested specific yes/no responses

to various statements concerning the perceived emphasis on

continued education.
Item number 17 requested the auditor to rank

each of a list of qualification standards for prospective
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audit staff members in their order of importance in
determining eligibility for employment. The ranking

mechanism allowed only three possible responses: 'extremely

desireahle', 'important but not required' and 'not a
factor'. The intent was to ascertain the experience and
educational background required and the major sources of

supply for audit staff members.

Question number 21 requested the responding

auditor to check the applicable areas in which additional
training could prove beneficial in the performance of
scheduled audits. This question's intent was to ascertain if

a knowledge of specific procedures and controls was

deficient at this level of government and to what extent
this deficiency might impinge on the completion of full

scope audits.

Item number 22 was designed to determine the use
and avilability of resource personnel or consultants in the
completion of scheduled audits. The purpose of this question

was multi-faceted. On the one hand, the author feels that
the extensive use and avilability of consultants might

indicate a progressive attitude on the part of the
governmental unit to assure full coverage of a specific
functional areas. On the other hand, the use of consultants

might negatively relate to the credentials of the auditor
and/or the qualifications of his or her staff. In either
case, the author's intent was to determine the load on the
auditor, the possible funding constraint and the areas in
which the local unit felt compelled to augment its audit

coverage with additional temporary personnel.
Question number 23 requested a yes/no response

from the auditor on how his or her office was viewed as a
management training ground in the community. As stated in
Chapter 1i, one of the services that could be performed by
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local level audit units related to this area. Since the

auditor will become familiar with the operational functions,

the acccunting controls and the administrative procedures

utilized with the community, there can be no better training

ground for an ambitious legislator. The intent of this
question was to ascertain the perceived use of the audit

office to perform this valuable function.

d. Audit Performance

Compliance with existing legislation, adequate

planning, responsiveness, flexibility to changing

circumstances and providing good service to management are

essential ingredients for an effective internal audit unit.

This section dealt with the audit unit's compliance with the

GAO Standards for Audit in general and their use of
essential techniques for effective auditing. Questions in
this area were designed to elicit information concerning the

organizations$ utilization of the three levels of internal

auditing, the degree of their activity within each level and
the probable impediments to the performance of full scope

audits at the County and Municipal levels of government. The
questions utilized a mix of the nominal and the abbreviated

interval scaling technique of measurement, and unless stated
below, were not viewed by the author as susceptible to bias.

Item number 6 queried the auditor as to the

number of audits scheduled and completed on an average

annual basis by his or her office. The purpose of this

question was to determine the successfulness of the auditor
in completing all scheduled audits. Additionally, the audit

load was related to the staff size and, subsequently, to the

auditors' ability to achieve full coverage of all required

audits.
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Question number 11 asked the auditor directly if

compliance with the GAO standards was prescribed under a
state or local statute or other formal legislative

enactment. This question sets the stage for the
categorization of the various responding audit units and was
used to indirectly determine the capability of the office to

comply with the requirement of full scope audits.

Question number 20 requested a yes/no response

from the auditor concerning his use in providing line or
accounting functions to other governmental offices on a

temporary basis. Large organizations utilize this technique

as a management development tool for upgrading internal

auditors into management assignments. In addition, the

ability of the internal auditor and his or her knowledge of
the entity is of assistance in performing special studies

for management. Thus, the intent of this question was to

determine if a trend toward the use of public sector

auditcrs in this way could be discerned or if this valuable

principle was accepted at this level of government.

Question number 26 requested the auditor to

choose between two statements the one that best described
the fcrmat of the audit programs utilized by his or her

office. Besides giving the author information regarding the

actual structure of the community's audit programs, this
question provided an insight into the freedom allowed staff
auditors during the completion of a scheduled audit. The GAO

standards imply that there should be no restrictions placed
on the scope of an audit. (5] Thus, it should be the

auditcr's decision to include or to not include the

particular function. This question attempts to reveal the
extent to which internal audit units in government remain

flexible in the performance of scheduled audits.
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Question number 27 requested a yes/no response

from the auditor as to their ability to complete scheduled

audits cf facilities and functions within the required time
cycle. The intent of this question was to determine if the
office cf the auditcr was capable of performing those audits

required by statutory or other legislative enactments within
the established timeframe. That is, due to certain

initiatives dealing with grants-in-aid, annual financial

audits and bond rating requirements, the size of the audit
staff may preclude the completion of scheduled audits and

reviews. This question was an attempt to relate these
problems to the County and Municipal levels of government.

Item number 28 requested a yes/no response as to

the involvement of the auditor in the early development

stage of new accounting or control systems. In the author's

opinion, the involvement of the auditor during the system

development stage is a significant responsibility of

management. The early review of in place controls, user

needs and the methods utilized to identify requirements can

save valuable time in the implementation of required

changes. The purpose of this question was to measure the

extent to which governmental auditors are utilized in this

manner.

Item number 30 requested the responding auditor
to rank each item on a list of probable impediments to the
performance of full scope audits as to their importance in

his or her situation. The scale allowed three possible
responses: 'very restrictive', 'restrictive, but not
debilitating' and 'not a factor'. The intent of this
question was to ascertain the cause or causes of auditing

units being unable to comply with the basic GAO tenets. Some
bias may exist in this question because of the subjective

nature of the information requested. The author feels,
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however, that the responses will provide a valuable insight

into the perceived impediments to the performance of full
scope audits at this level cf government.

Question number 32 requires the auditor to
choose from a list the statement that best describes the
extent cf his or her automatic data processing (ADP) audit
coverage. Many governmental agencies serviced by the

responding County and Municipal auditors utilize a computer
in the performance of their work. The ability of the
auditor, and/or his staff, to keep up with current computer

auditing techniques and controls is a.1 will continue to be

an important aspect of an auditor's responsibility.

(33:208] Thus, the purpose of this question is to determine
the method currently utilized by the auditor to review

computer systems and the acceptability of their practices
given the current state of the art.

e. Reporting Practices

Audit reporting procedures are the means by
which the auditor communicates his or her findings to

management. Further, they are used by the auditor to

persuade management that improvements in specific areas are

required. Questions in this section concerned the compliance

with the GAO reporting standards, the audit review process,

the distribution of audit reports and the degree of

acceptance evidenced by the auditee in regards to the
findings and recommendations of the auditor. In all cases,
the nominal scaling technique of measurement was utilized to
allow categorization of the collected data. Questions were
strafght-forward and objective and, thus, the author feels

that the responses do not exhibit an unacceptable degree of

bias.
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Questions numbered 29 and 31 requested yes/no

responses from the auditors as to their specific audit

report format and general enclosures. Item 29's intent was

to determine the extent to which reports were issued

identifying specific weaknesses and recommendations for

improvement. Item 31 concerned the inclusion of the
noteworthy accomplishments of the auditee in the final audit

report. The purpose of these questions was to ascertain the

reporting procedures utilized by the responding auditors and
to determine whether the reports were constructive in nature

and good for the internal relations of the governmental unit
while still completing their primary mission.

Questions numbered 33 and 34 utilized the yes/no

response format to gather information on the auditor's

entrance and exit conference procedures. Since one of the

primary purposes of the audit report is communication, item
33 was developed to determine the auditor's procedure in

providing the audit findings and recommendations to the

auditee prior to the issuance of a final audit report. Item

34 concerned the auditor's willingness to include in the

final report the initiated corrective action and the

expressed reactions of the audited organization. Both
questions were designed to determine the auditor's level of

compliance with accepted auditing techniques and to

determine if due professional care is generally exhibited
in the completion of an audit assignment.

Item number 35 concerns the actions of the

auditor in regards to making the final report a product that
facilitates action by the auditee. Utilizing the yes/no

response format, the question requests additional
information on the structure of the report. Specifically,

the question asked if a clear and concise summary of the

audit findings is included with the final audit report.
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Lawrence B. Sawyer indicates that properly drafted report

summaries are ideal for executives who want to read no more

than they absolutely have to while reserving the right to

read the details if they deem it necessary. [7:439] Thus, in

the author's opinion, an easy to read summary of audit

findings and recommendations may prove to be an effective

aid in the implementation of required improvements.
Question number 36 requested the auditor to

provide a yes/no respcnse to a statement concerning whether
an opinion based upon the audits' findings was generally

rendered. An opinion is required in the performance of Level

I, financial and compliance, audits, but an opinion does not

necessarily need to be given in the other levels of audit.
This question was an attempt to ascertain the extent that
overall opinions are rendered in governmental audits and

whether the evidence contained in the audit report is used

as a basis for that opinion.

Item number 37 was designed to determine which
activity had the responsibility for reporting the follow-up

and ccrrective action required by an issued audit report.

The responding auditors were asked to check the block that

applied in their situation - 'the auditor' or 'the audited
organization'. The second part of the question was

predicated upon an 'auditee' answer to the above inquiry and

requested the percentage that replied within established
timeframes. The intent of this question was simply to
determine who held the feedback responsibility within the

Counties and Municipalities. In the author's opinion, the

results cf this question may indicate an excessive workload
on the audit office and the premium the local government

places on the audits findings. The final part of this
question requested a brief fill-in answer as to the main
cause for delays in the release of final audit reports. The
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results to this portion of the question will provide an

insight into the administrative or political factors that

affect the office of the auditor.

Questions numbered 24 and 38 requested the
auditcr to answer a yes/no and brief fill-in question

respectively relating to the degree of supervision and

evaluation afforded to the work of the audit staff. Item 24

was directed toward the identification of the individual or

group that evaluated the work of the audit staff internally

and externally. Item 38 ccncerned the auditor's review of
the working papers compiled by staff members. In both cases,

the purpose was to determine the degree of supervision and

evaluation of staff audit work evident in County and
Municipal audit offices.

Item number 39 provided a yes/no formatted

question requesting the auditor to indicate whether audit
findings and audit recommendations were generally accepted
by the auditee. The intent cf this question was to determine

if the final audit report facilitated action by the auditee

and whether recommendations for improvement were acted upon

when received. The answers to these questions are likely to

be somewhat subjective, in that without evidence available

to the contrary, every auditor may desire to believe that

his or her work is well received and utilized by the

auditee. Hovever, acceptance and actual action are

different functions and it was hoped by the author that this
distinction would become evident in the survey results.

Question number 40a requested the auditor to

indicate those individuals or groups that generally receive
his or her final audit reports. The distribution of audit
reports to all activities that have a vested interest or can

benefit from the audit's results is encouraged by the GAO
standards. This question was an attempt to ascertain the
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extent of audit report listribution evident at the County

and Municipal levels of government.

Question number 40b requested a brief fill-in

answer as to the most serious impediment, as viewed by the

auditor, to the growth and development of internal auditing

in local government. This question was designed simply to

provide a forum for the opinions of the responding auditors

on the future and potential of internal auditing at the

County and Municipal levels of government within the State

of California.

C. SUMMARY

In this chapter, the author has outlined for the reader

the research methodolcgy employed and the basis for its use

in support of the thesis effort. Each question utilized in

the author developed questionnaire was discussed and an
explanation of each questions' purpose, intent and

statistical use was presented. Additionally, a review of the
questionnaire's sampling techniques was provided to include

an explanation of its possible statistical shortcomings.

In the next chapter, the author presents an analysis of

the data provided by the responding practitioners. The

results captured by the survey questionnaire will be

discussed, compared and analyzed. Specifically, the results

* will te reviewed as they relate to the auditor's compliance

with the GAO Standards for Audit, and as they relate to the

current status and future pctential of internal auditing in
local government.
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A. PRIPACE

The purpose of this chapter is to present aa analysis of

the data captured by the sampling techniques discussed in

the previous section of this thesis. The information

gathered by the survey questionnaire mailing will be

presented, discussed, compared and analyzed; however, the

emphasis of this chapter will be limited to an analysis of

the compiled data. Thus, since the responses of the County

and municipal Auditors are, of necessity, kept separate,

there has been a conscious attempt by the author to merely

present the data and to eliminate inference statements

pertaining to the findings.

The reader should be aware that the following

presentaticn of the research findings does not rely on

rigorous statistical techniques to present the data content.

For ease of understanding and conciseness, the author has

chosen to present the findings through the use of

descriptive summaries and tables. Specific conclusions and

recommendations regarding the current status of internal

auditing at the County and Municipal levels of government,

as well as the identification of potential problems that

confront governmental audit units in the future, has been

deferred to the final chapter.

B. QUESTIONIAIRZ FINDINGS

The review of the valid responses gathered by the

questionnaire has been broken down into the followinq

general topical areas:

1. Degree of Questionnaire Response
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2. Background Data Analysis

3. Organization and Independence Analysis

4. Professional Skills Analysis

5. Audit Performance Analysis

6. Reporting Procedures Analysis

With the excepticn of the "Degree of Questionnaire

Response", the above considerations have been keyed directly

to the major topical areas identified in the previous

chapter concerning the "Questionnaire's Design".

1. Degr_;ee _f. st ionnaie Response

Cn 22 March 1982, the questionnaire was mailed to

the 58 County audit offices and to 58 randomly selected

Municipal audit offices in the State of California. The

enclosed letter requested the recipients to review and

respond to the questions and to return the questionnaire via

a pre-addressed envelope within seven days of its receipt.

Through 5 April 1982, the pre-determined cutoff date, the

author had received a total of 37 County and 39 Municipal

completed questionnaires. Due mainly to time considerations,

responses received after this date were not considered in

the data presentations that follow.
As menticned previously, the 58 County

questionnaires were mailed to the entire population,
statistically speaking, of County audit offices within the

State. Of the 37 valid responses that were received, 4

Counties indicated that no audit staff existed in their

gcvernmen tal structure. Although these respondents attempted

to answer the questions that they considered relevant to

their situation, the author did not record or utilize these

responses in the research data presentations. Further,

since there are no additional California Counties to sample,

and since these 4 questionnaires would not have been mailed

68



if this fact were known previously, it was the author's

decision to reduce the original sample size to 54. This

action reflects the fact that these Counties could not

provide any information pertinent to the subject area. Thus,

the gross County survey response rate was 63.8%. However,

after adjusting the sample size downward to 54, the 33 valid

County responses resulted in a net survey response rate of
61.1l%.

Fifty-eight (58) Municipal audit offices in the

State of California received questionnaires. These

municipalities were randomly selected via the process

described in the previous chapter. Of the 39 responses that

were received, 13 municipalities indicated that no audit

staff existed in their governmental structure. Again, a few

of these respondents attempted to answer questions that they

considered relevant to their situation, and, again, the

author did not record or utilize these responses in the

research data presentations. Since the entire population of

municipalities within the State of California is 419,

additional questionnaires could have been mailed. 4owever,

because of time constraints imposed on the author's research

efforts, no attempt was made to sample 13 additional

municipalities. Instead, it was the author's decision to

reduce the sample size to 45 reflecting an argument similar
to that proposed concerning the County questionnaires. Thus,

although the gross Municipal survey response rate was 67.2%,

the adjustment to the or..ginal sample size (45) and to the

number of valid responses received (26), resulted in a net

response rate of 57.8%.

The computations utilized to determine the gross and
net response rate of both the County and Municipal Internal

Auditing questionnaires has been provided as Table II. In

both cases, the response rate exceeded the expected return
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of 40%. Thus, the author believes that statistically

discernible inferences can be made regarding the provided

data.

TABLE II

Questionnaire Response Rate

Municipal

Total Population =58 n=417
Number ot Quest onnaires Mailed =5 or 100% n=58 or 144
Number of Questionnaires Returned 37 39
Gross Response Rate 63.8% 67.2%

Number of Questionnaires Mailed 58 58
AdJ ustment s -4 -13
Revised Sample Size 54 or 93% 45 or 11%
Valid Responses Received 33 56
Net Response Rate 61.1% .8%

Note: the use of N in this thesis will iegresent
the number of responses receive rmh total
population and the use of n will represent the
number of responses received from a sample
drawn from the entire population.

2. Whm4 2

The findings in the general background area of the

surveyed County and Munizipal audit offices related to the

population of the serviced areas, the length of the

auditor's term in office, the total time they have served

the community and the type of budget utilized within their

governmental units. Information pertaining to these

background aspects was provided by questions numbered 1, 2,

3 and 8.

Question number 1 asked: "What is the popula-:ion of

the County/Municipality your serve?", and requested the

respondents to check the applicable population range that

applied to their service area. The responses received from
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the fully completed County and Municipal questionnaires are

presented in Table III. However, it is interesting, but only

in this case, to look at the four County and thirteen

Municipal governments that indicated they did not have an

internal audit function. Of the four Counties, one vas in

the population range 0 - 10,000 while the remaining three

annotated the 10,001 - 50,000 range. Of the 13

Municipalities in this grouping, one respondent indicated

the 0 - 10,000 range, eleven indicated the 10,001 - 50,000

range and one annotated the 50,001 - 100,000 population

range. Thus, it is not merely the smallest communities in

the State that currently do not maintain an internal audit

division, but also cities in the upper 20 percent based upon

their overall population.

TkBLE III

Population Ranges - County and municipal

=2.lati. t3 a ee n Response Percent

a. 0 10,000 4 7% 1 25%
b. 1o001 - 50,000 17 291 9 531
c. 50,001 - 100,000 7 12% 5 71%
d. 100,001 - 500,000 18 311 11 61%
e. over 500,000 12 21% 7 58%

2o_.R.,1,at Zaa 1.LI peent Resonse Percent

a. 0- 000 175 00. ,ooo - . ~o % I,
b. 10,001 - 0 0 164 417%co50 001- 100,000 59 14% 10 17%

d. 100,001 - 500,000 17 4% 9 53%
e. over 500,000 '4 1 3 75%

Note: throuqhout the remainder of this thesis, referen es
to po ulat-on ranges will be made by the appropriate
letter as designated in this table.
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Guestion number 2 asked: "Are you an Elected or an

Appointed official?". On the County questionnaire, 30

respondents or 91 percent indicated that they were elected

to a four year term in office. Of the three respondents who

indicated that they were appointed to their office, one

stated that the appointment was made by the Board of

Supervisors while the remaining two indicated that a County

Executive made the appointment. On the municipal

questionnaire, the results showed that 23 respondents or 89

percent were appointed to their office; the remaining three

respondents were elected to a four year term (all population
group 100,001 - 500,000) . Twenty Municipal respondents or 77
percent indicated that their appointment was recommended by
the city manager or Administrator and confirmed by the City
Council. The remaining municipal auditors indicated that
they were appointed via the Civil Service Board or the
City's Finance Director.

Question number 3 asked: "Please indicate the length
of your term in office and the length of time you have
served in your current capacity". In all cases where the
auditor responded "appointed" to question number 2, 9
percent (N=3) of County and 89% (n=23) of Municipal

Auditors, the length of term was indefinite. Those
indicating "elected" in answer to question number 2
responded that their term in office was four years. The
overall results assessing the respondents years of auditing

service is presented in Table IV. Table IV shows the mean
and the population or sample standard deviation, as

appropriate, of the number of years the County and Municipal

auditors have spent serving their community. The results

have been tabulated by elected and appointed respondents.

Question number 8 asked: "What type of budget format

is utilized by your County/unicipality?". Ninety-four

72



TABLE IV

Total Auditing Service

a. those elected to office ( 3 %dd an = 8. earsb.toeaone to offce aardear
MDeviation = 3 Tears

a. those elected to office (3)Ladd Devain *3.3 , years
' b. these appointed to office Q3adr 99 ,an = : ears

StndrdDeviation = y: ears

a. these elected to office (3) Mean = 3.3 years

Standard Deviation - 2.3 years
b. those appointed to office (23) Man p years

Standard Deviatyon ears

percent (N31) of the County Auditors surveyed responded

that a Line Item Budget was utilized by their governmental
unit; the remaining six percent (N=2) indicated that a

Program Budget was utilized to formulate their annual

budget. Cn the Municipal questionnaire, the results were not
so una.lsous. Fifty-eight percent (n=15) responded that a

Line Item Budget was utilized by their municipality;
however, 39 percent (n-10) indicated that a Program Budget

was utilized and one respondent indicated that a Modified
Program Budget was utilized during the budgetary process.

K 3. O ianj. _a 4 2n.uUce Inalysis

The organizational structure of a governmental

internal audit department will affect its ability to
function Froperly. Additionally, unless sufficient
independence is assured, the impartiality of audit opinions,

conclusions, judgements and recommendations cannot be
guaranteed. Thus, the findings in this section concern the
perceived segregation of duties, the sccpe of performed

4 audit work, specific independence criteria, the unit's
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growth, organizational matters and conflicts of interest.

Information pertaining to the areas of organization and

independence was gathered through survey questions numbered
4, 9, 10, 12, 13, 15, 16, 18 and 25.

Question number 4 asked: "From the list provided,

please indicate the position(s) you currently hold within

your County/Municipality". Seventy-nine percent (N=26) of

the responding County Auditors indicated that they were both

the County Auditor and the County Controller. The remaining
respondents held various combinations of County Auditor,

Recorder, Controller and Clerk. Forty-six percent (n=12) of

the responding Municipal Auditors held the title of City

Auditor; 27 percent (n-7) held the title Director of Finance

and the remaining indicated Auditor-Clerk, Principal

Accountant, Auditor-Contoller or Controller. The complete

results submitted by the responding County and Municipal

audit offices are summarized in Table V.

TABLE V

Positions Held by Responding Auditors

. ;S (L . ) esponseg E .gent ae
>k u4 itcr-C cn troller 2679>Audi t or-Ccn t ro iier Record 2r 3

>Auditcr-Recorder 2 6%
>Aud tor-Ccntroller-Clerk 1 3%
>Auditor 1 3%

>auditor 12 46%
>Director of Finance 7 27%
>Con roller 4 15%

Audt9r- lerk 1 4%
>Pr ncipal Accountant 1 4%
>&uditcr-Ccntroller 1 4%

Question number 9 asked the responding auditors to

indicate their approximate workload distribution by filling
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in blanks with the approriate percent of their time ,'ant on

various types and levels of audit. Table VI and Table VII

presents a summary of the findings in this area. The

information gathered by this question is categorized by the

population of the surveyed Counties and Municipalities.

Governmental units with a population of under 100,000 are

grouped for more concise data presentation and the mean (M)

and population or sample standard deviation (SD) within each

range is presented.

TABLE VI

Workload Distribution - County

Murlat.'on U__-.2
abc d e

A. Type of Audit ab _ _2 - d 22 - SD

>Entity 34% 32 48% 32 621 17
>Funct onal 12% 19 26% 28 11 11
>Special Review 17% 11 8% 6 18% 15>Investigative 9% 9 5% 3 6% 5>Other 29% 29 13% 27 3% 4

B. Level of Audit

>Level I 87% 18 91% 16 80% 17
>Level II 7% 11 6% 10 19% 16
>Level III 6% 17 3% 7 IS 5

" Question number 10 asked: "In your immediate

chain-of-command, what is the title of the governmental

executive to whom you report?". Fifty-tvo percent (N=17) of

the responding County Auditors indicated that they report of

the County Board of Supervisors; 42 percent (N=11) perceive

that since they are elected they report only to their

constituency while the remaining six percent (N-2) indicated

the County Executive as their reporting senior. Although 42

percent of the responding unicipal Auditors indicated that
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TABLE VII

• orkload Distribution - Municipal

Population Rance

abc e

A. Type of Audit 7--2 H I H SD

>Special Reviews 17% 34 8% 10 9% 11>Invest igative 2% 4 4% 4 5% 2>Other 63% 45 49% 49 4% 2

B. Level of Audit

>Leve 1 89% 26 78% 27 951 9
>Level 11 5% 9 7% 11 5 9
>Level I 6% 17 15% 21 0% 0

they report directly to the City Manager or Administrator,

the remaining responses were more widely varied. Thus, the
Municipal findings concerning this question are summarized

in Table VIII.

TABLE VIII

Reporting Senior - unicipal

Tie PRe §yonsjj P-rcentaqe

>City janag9 or Administrator 11
>CtY Ccung- 6 2
>Fin nce Director 5 191
>Accounting/Audit Manager 2 8
>Ot her 2 8%

Question number 12 asked: "Do you maintain, and

periodically update, written Conflict of Interest Statements
for yourself and/or your audit staff?". Ninety-seven percent

(N-32) of responding County Auditors indicated "YES" in
answer to this quest ion; the remaining auditor indicated
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that these statements were not maintained. The findings from

the Municipal questionnaire responses showed 81 percent

(n=21) indicating that conflict of interest statements were

maintained; the remaining auditors indicated that such

statements were not maintained by their municipalities. One
responding Municipal Auditor commented on this question. He

indicated that the maintenance and update of Conflict of

Interest statements was "state mandated". The implication
being that 100 percent should have replied "YES" if this

comment were true.
Question number 13 asked: "Does your office operate

with its own budget appropriation?". One hundred percent
(N=33) of the responding County Auditors indicated that they

were allocated a separate portion of the overall County

budget. However, on the lunicipal questionnaire, 81 percent

(n=21) responded "YES" to this question, while the remaining

19 percent (n=5) indicated that *hey received their
operating funds frcm another governmental department. In

this instance, all five negative respondents cited the

Finance Division or Ccntroller as the source of their funds.

Question number 15 asked: "From which of the

following individuals or groups must a staff auditor seek

access approval for the data pertinent in the evaluation of

an activity under review?". Table IX presents a summary of
the findings in this area. From the data provided in the

summary, it appears that the County Auditor receives more

latitude in this area than do the Ounicipal Auditors; 19
percent of the cities indicated that the Auditor provided
the approval, whereas fully 46 percent of the counties

responded in a similar manner. The table provides a complete

breakdown of the findings pertaining to this question.
An assessment of various professional and clerical

procedures was obtained through question number 16. In this
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TABLE IX

Access Approval

!o tunicival

) Au d~tjr, 15 1>Legis a ive Body 4
>The Auditee 11 3 42%
>Board of Supervisors 1 3%
>Ad minisr ative Ordnance 1 3%
>Finance D irector 3 12%
>Ci ty Manager or Administrator 3 12%
>Not Applicable 1 3% 3 12%

area, practitioners were asked if they maintained written

goals and objectives, published a policy and procedures

manual, utilized tailored audit programs and published

standards of field work. The findings relating to the

variety of written prccedures available and not available at

these levels of government is summarized in Table I.

TABLE X

Professicnal and Clerical Findings

>Written Goals an4 Objectives 14 42% 19 5ol
>Po 4±cy and P ocedures Manual 20 61% 13 39
>Tailored Audit Programs 20 61% 1 39%
>Standards of Field Work 9 27% 24 73%

mi"el (r=Anul188)7
>Vritten Ggals and ObJectives 197
>Tailore 4 Audit Plograms 10 39% 16 1
>Standar s o Field Wcrk 6 23% 20

Question number 18 asked the responding auditors to

choose from three possible alternatives the one that best
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described the historical action of their budget or budget

* share. On the County questionnaire, 46 percent (N=15)

indicated their budget was "growing steadily"; 42 percent
(N-l4) responded "remaining constant" and the remaining four

auditors indicated that their budget or budget share was
actually "decreasing". The findings from the municipal

questionnaire showed 27 percent (n=7) vith a steadily

growing budget; 62 percent (n=16) with a budget or budget

share that was remaining constant and the remaining three

auditors with a decreasing fund allocation.

The final question in this section, question item

number 25, asked: 'Please indicate the appropriate

individual or group that sets audit priorities for your

office". Eighty-two percent (N=27) of the responding County

Auditors indicated that they, in their position as Auditor,

set the priorities for their office; however, only 27

percent (n-7) of the Municipal Auditors responded that they

set audit priorities for their office. The complete results

gathered from this question are summarized in Table XI.

TABLE xI

audit Priorities Analysis

Cou~tj (1=-1) Relpne Pe ntg

>Aud4tor 27
>LeqIsl atve Body5 1y %
>Nct Appl cable 1 3%

>Aud4t. r 7
>Llq.s a ive Body 8 14 >C Rana er 5 18%
>Finnce Drector 2 8%
>Other 3 12%
>Not Applicable 1 14
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4. Professional 4_kills _rnals

As mentioned previously, full scope governmental

audits require an adequate staff of competent, experienced

personnel. The auditor and his or her staff must no!! only be

knowledgeable about auditing and accounting procedures, but

they must also be knowledgable concerning applicable

regulatory legislation and current state-of-the-art auditing

techniques. The findings in this section concern the

qualifications of the auditor and his or her staff, the

established employment or eligibility standards, training

availability and usage, recognition and the use of

consultants. Information was provided by questions numbered

5, 7, 14, 19, 21, 22 and 23.

In question number 5, data was collected from

respondents on their professional credentials and on their

highest degree earned. These responses have been summarized

in Table XII and Table XIII for both County and Municipal

Auditors. From the summary, it appears that the majority of

respondents do not hold iccredidation as Certified Internal

Auditor, Certified Public or Chartered Accountant, whereas

the majority do possess a college or advanced degree. Thus,

on the County questionnaire, 61 percent  (N=20) of the

respondents indicated that they did not possess one of the

listed credentials; 64 percent (N=21) indicated, however,

that they held a college or an advanced degree. The results

gathered from the Municipal questionnaire showed that 65

percent (n=17) did not possess one of the listed

professional credentials, whereas 96 percent (n=25)

responded that they held a bachelor or masters degree. Table

XII presents a summary of the responding auditor's

professional credentials and Table III presents a summary
of the findings regarding the level of education held by

these governmental auditing practitionprs.
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TABLE XII

Professional Credentials Held By Auditors

>Certtf ed I nteVnal Auditor 2 6%
)ertified Public Accountant 4 12%
>Chartered Accountant 1 3%
>California Public Accountant 6 181
>None 20 61%

>Cert.fjed Intei;ual Auditor 1 4%
)ertified Public Accountant 6 23%
>Chartered Accountant 1 4%
>California Public Accountant 1 4%
>None 17 65%

TABLE XIII

Educational Qualifications of Auditors

>Masters Degree 3 9%
>Bachelors Degree 18 55%
>Associates Degree 2 6%
>None 10 30%

>Masters Degree 9 35%
>Bachelors Degree 16 61%
>None 1 4%

Question number 7 requested the responding audit+ors

to prcvide information on their current staff strength as

well as their staff's educational and professional

backgrounds. Table XIV and Table XV present a summary of the

findings in this area. The information gathered by the

questionnaire is categorized by the population of the

respective Counties and Municipalities, and, as before,
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governmental units with populations under 100,000 are

grouped for concise data presentation. Once the groupings

are established, the mean and population or sample standard

deviaticn has then been tabulated within each population

range.

TABLE XIV

Staff Size and Qualifications - County

abc d e
ud itgj_§ HSD Z M-SD

>Total Number 2.8 3 6.2 4 21.3 24>Bachelors Degree 1.7 2 4.8 3 20.6 24
>Masters Degree . .5 .4 .6 1.3 1
>Public Acccuntant .1 .3 1.3 1 3.4 4
>Internal Auditor 0 0 .4 .5 2.0 2
0_t ss Rx.21__m ona).s

>Totgl Number .1 2 3.7 6 11
>Bac elors Degree .4 1 1.9 3 111>Masters Degree 0 0 0 0 0 0>Public Accountant 0 0 0 0 0 0

>Total Number 5.7 5 7.7 8 43.9 95

Question number 14 asked: "Does your

County/Municipality provide a formal training program for

you and/cr your staff auditcrs?". Twenty-four percent (N=8)

of the responding County Auditors indicated "YES" in answer

to this question; the remaining seventy-six percent (N=25)

responded that a forma2 training program was not provided to

them or their staff. On the Municipal questionnaire, 46

percent (n=12) indicated that their municipality provided

the staff a formal training program, whereas, conversely, 54

percent (n=14) indicated that a formal training program was

nct offerred.
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TABLE XV

Staff Size and Qualifications - Municipal

k2pulation iA eg

abc d1 e
M-SD - SD M- SD

>Total Number .4 .7 1.2 2 6.0 9
>Bachelors Degree .4 .7 1.2 2 4.0 6
>Masters Degree 0 0 0 0 .5 .7
>Public Accountant 0 0 0 0 .5 .7
>Internal Auditor 0 0 0 0 .5 .7

Qjh~ fjrgessionals
>Totall Suber 1: 8 3 .8 5
>Bachelors Degree .8
>Masters Degree .2 .4 .5 .8 0 0
>Public Accountant 0 0 0 0 0 0

>Total Number 4.7 5 4.8 7 .5 .7

Question number 17 asked responding auditors to rank

each of a list of possible qualification standards in their

order of importance in determining the eligibility of

prospective staff members. The results gathered by this

question are summarized in Table XVI. Note that there were

three possible ranking levels: (a) extremely desireable, (b)

important, but not a deciding factor and (c) not considerei

neces.ary. Those possible levels correspond to the a, b and

c headings utilized in the summary table.

Question number 19 probed the tendency of the

respoaiding auditors and their staffs to remain current in

their field by requesting information concerning their
attendence at professional seminars, automatic data
processing courses, continuing education and CPA/CIA

certification classes. Table XVII presents a summary of the

data Frcvided by the respondents.
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TABLE XVI

q Staff Qualification Standards

Cgn.U (I_-33) A B C

>Cop crate Accouliting Ex erijenge 0% 361 64%
>Colleqe Degree in a Rel9ted Field 46% 351 19%
>CP A/CIA Credent als 17% 50% 23%
>Public Secto;.Accounting Experience 31% 50% 19%
>Internal1 Auditing Expei.rlence 35% 50% 15%

>Co crate Accou ting Ex per en .e0 81
>Coffeqe De ee in a Relted Field 54% 3 11
>CPA/CIA Credentials 15% 58% 27%
>Public Sectol accounting Experience 42% 42% 16%>Internal Auditing Experience 42% 50% 8%

TABLE XVII

Available Training Utilization

Responses

92= (kM21) M NO Percent YE
>Professional S1sina;s 0 3 94%
>ADP Cou;ses an Seminars 1 69%
>Continuing Edulatign 20 13 63%
>CP1/CIA Certification 14 19 44X

>Proessona Smina s
>ADPourses an S . nars 1
>Coninuing duat on 20 6>CPA/CIA Certificat ion 6 20 23%

Question number 21 asked the responding auditors to

indicate, from a prcvided list, the areas in which they and

their staff could most benefit from additional training.

Since more than one area could be checked, the findings of

this question represent the percentage of auditors that felt

a particular subject area could be helpful to their

84



situaticn. Thus, each of the six possible answers will be

treated as if it were a separate question and the results

tabulated as if each area was in a YES/NO format. Table

XVIII presents a complete summary of the gathered data
concerning this question.

TABLE IVIII

Additional Training Requirements

Count1 (N= 3H1 Number YS fercent UF.§S

>Audit Procedures and Standards 9 27%
>Accountinq Systems Review 21 64%
>ADP Control 24 73%
>Applicable Laws and Regulations 10 30%
>Re-ource Management 12 36%
>Government Program Objectives 7 21%

_"umisi2l U=2,_1)

>Audit P;ocedures and Standards
>Accounting Systems Revtew 1
>ADP Control 14 54%
>Applicable Laws and Regulations 5 19%
>Resource Management 5 19%
>Government Program ObJectives 6 23%

Question number 22 as'ved: "Does your office make use

of consultants in the completion of scheduled audits?".

Thirty-three percent (N=11) of the responding County

auditors indicated that their auditing units utilized the

services of consultants; the remaining 67 percent (N=22) did

not utilize consultants in the normal completion of

scheduled audits. On the Municipal questionnaire, the

findings in this area showed 54 percent (n=14) utilizing

consultants in the completion of audits, whereas the

remaining 46 percent (n=12) did not make use of such

services.

The final question assessing the professional skills

area, question number 23, asked responding auditors to
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indicate whether their office was recognized and used as a

training ground for higher level governmental positions. On
the Ccunty questionnaire, 33 percent (N=11) indicated that

their office did provide personnel for higher level

positions; 61 percent (N=20) responded negatively while the

remaining six percent (N=2) answered both yes and no.

Thirty-five percent (n=9) also indicated a positive response
to this question on the Municipal questionnaire. Sixty-two
percent (n=16) responded that they did not feel that their
office was recognized for this purpose and one respondent

(3%) indicated an answer of "not applicable".

Compliance with existing legislation, adequate

planning, responsiveness, flexibility to changing

circumstances and providing good service to management are
essential ingredients for an effective internal audit unit.

The findings in this section concerned the aspect of

compliance with the General Accounting Office (GAO)

Standards for Audit; the utilization of the auditor in areas
other than auditing; the unit's audit program format; the

perceived impediments to full scope audits; scheduling;

planning; internal controls and computer audit involvement.
Data pertaining to these areas were gathered through survey
questions numbered 6, 11, 20, 26, 28, 30 and 32.

Question number 6 asked: "How many audits are
scheduled and completed by ycur office annually?". This was

one of only two questions on either survey that was left

blank by a portion of the responding County and municipal
Auditors. The requested information was provided by 27 out

of 33, 82 percent, of the responding County Auditors; only

12 or 46 percent of the responding Nunicipal Auditors,

however, provided the information requested in this
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question. For this reason, the Municipal data will not be

presented as it does not contain sufficient data to make

relevant inferences by population group. The data provided

by the Ccunty Auditors is,therefore summarized in Table XIX.

Again, a mean is provided for each population range along

with the appropriate population standard deviation.

TABLE XIX

Scheduled and Completed Audits - County

Scheduled Completed

100,001 888:88 1 5

a. over ;00,000 114.3 1.7 99.7 66.7

Questionnaire item number 11 asked: "Is your

compliance with the GAO Standards for Audit prescribed,

rather than implied, under a state or local statute or other
formal legislative enactment?". Thirty-six percent (N=12) of

the responding County Auditors indicated that their

compliance was mandated by a formal legislative initiative;

the remaining 64 percent (9=21) responded negatively to this

question. On the Municipal questionnaire, 27 percent (n=7)

indicated that their compliance with the GAO Standards was

mandated in this manner, while the remaining 73 percent
(n-19) responded negatively. Additionally, three Municipal

auditors noted in the questionnaire's margin that their

compliance was required under an inclusion in their City

r Charter.

Question number 20 asked: "Are you and/or members of

your staff called upon to provide assistance on a temporary
basis to a line or acccounting function?". The data provided

8
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by the responding County auditors indicated that 88 percent

(N-29) were required to act in a capacity other than

Auditor; ccnversely, the remaining four auditors indicated

they were not called upon in this manner. The data gathered
with the Municipal questionnaire showed 65 percent (n=17)

providing services to a line or an accounting function,
whereas 35 percent (n=9) responded negatively. Again, two

auditors provided additional information concerning this

question in the questionnaire's margin. In both cases, the
auditors indicated that their Internal Control policies did

not allow them to provide any service other than auditing to
their municipality.

Item number 26 requested responding auditors to

choose between two statements the one that best described

the format of their audit programs. Thirty-nine percent

(N=13) indicated that the statement "detailed audit steps"
best described their office's audit programs. Fifty-two

percent (N=17) responded that the statement "broad and
general with additional steps designed on the Job" best
described the audit programs they utilized. One auditor

responded that both are used to some extent and the

remaining two responded that neither statement described his
or her Ccunty's audit programs.

on the Municipal questionnaire, 42 percent (n=11) of
the respondents indicated that the statement which best

described their audit programs was "detailed audit steps".
Forty-six percent (n=12) indicated that their programs were

mainly ccmposed of broad and general steps with additional

steps designed during the audit. The remaining respondents
(n=3) indicated that this question was "not applicable" to

their situation.

Question number 27 asked: 're you and/or your staff
able tc cover the scheduled audits of facilities and
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functions within the required time cycle?". Fifty-two

q percent (N=17) of the responding County auditors indicated

"YES" in answer to this question; 39 percent (N=13)

responded "NO" and three auditors indicated that this

question was "not applicable" to their audit organization.

The data provided on the Municipal questionnaire showed 50

percent (n=13) of the respondents answered "YES" to this

questicn; 23 percent (n=6) responded "NO" and the remaining

seven completed Municipal questionnaires indicated that this

question was "not applicable" to their situation.

Questionnaire item number 28 asked: "Do you and/or

your staff become involved in reviews of new systems

(accounting, control, ADP, etc.) early in their development

stage?". Seventy-nine percent (N=26) of the 33 responding

County Auditors answered this question "YES"; the remaining

seven or 21 percent did not become involved in new systems

development. On the Municipal questionnaire, 73 percent

(n-=19) answered this question affirmatively; 23 percent

(n=6) indicated that they did not become involved in the

systems develcpment phase and the remaining auditor

responded "not applicable" to this question.

Question number 30 requested the auditors to rank
each of a possible list of impediments to the performance of

full scope audits in accordance with a given three point

scale. The first point equated to "extremely restrictive",

the seccnd to "restrictive, but not debilitating" and the

third pcint on the scale represented "not a factor". The

findings regarding this question are summarized for the

County respondents in Table XX and for the Municipal

Auditcrs in Table XXI.

The final question in this area, question number 32,

requested responding auditors to indicate, from a given

list, the statement(s) that best described the extent of
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TABLE XX

Impediments to Full Scope Audits - County

Roji j-UUj Latizslu A B c

>Nee4 for a onal Itaf 36146%18
>Need for adittonal training 27% 55% 18%
>Statutcry Requirements-Leve I 21% 33% 46%
>Ove;lap of Responsibilities 18% 27% 554
>Legislative _equ:rements 9% 61% 30%
>Bond Rating Requirements 3% 12% 85%
>Lack of Management Support 12% 30% 58%

TABLE XXI

Impediments to Full Scope Audits - Municipal

222-21 111 tt42-4meitfl AB
>Need for addt tonal staff 50% 23% 27%
>Need for addit4onal funding 146% 23% 31%
>Need for additional training  35% 50% 15%
>Statutory Requirements-Level I 0% 35% 65%
>Overlap of Responsibilities 15% 12% 73%
>Legislative Requirements 23% 27% 50%
>Bond Rating Requirements 0% 31% 69%
>Lack of Management Support 15% 31% 54%

their Automatic Data Processing audit involvement. The

auditors could check more than one of the given statements

if they applied to their particular situation. Thus, each

question will be treated in a yes/no format and the findings

tabulated in this manner. The data gathered from this

questicn is presented in Table XXII for both County and

Municipal respondents.
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TABLE XXII

ADP Audit Coverage Findings

t ut- around the compiter 10 301 10 391aId t computer ccntro s 14 42 14 54
c. Nev Cope atigs and controls 19 58% 10 39%

Au t applicat ons on request 12 36% 6 23%
Auit through the conuter 5 15% 4 15%

f. Do not conduct ADP au its 14 42% 3 11%

6. jeor~ prcdue Analysis

Audit reports are the means by which the

auditor communicates his or her findings, observations,

conclusicns and recommendations to higher level management.

Further, they are used to persuade management that

improvements are required. The results compiled in this

section concern the audit review process; the final report

content; the use of evidence in rendering opinions; the

final report's timeliness; the degree of supervision

evident; the distribution of the final report; the degree
of acceptance of audit findings and the feedback or

follow-uF process by which noted deficiencies are corrected

and reccmendations acted upon. Additionally, a special

question was included in this final section that allowed the

auditors the opportunity to comment on the most serious

impediment, as viewed from their posit~.on, to the growth and

development of internal auditing in local level government.

Information pertaining to this area was gathered through the

use of questions numbered 24, 29, 31, 33, 34, 35, 36, 37,

38p 39 and 40.

Question number 24 asked: "By whom is the

performance of your audit staff evaluated: internally? and
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externally?". One hundred percent (N=33) of the County

Auditors responding to the questionnaire answered this

question in its entirety; whereas, 77 percent (n=20) of the

responding Municipal auditors provided the requested

information. On the County questionnaire, all responding

practitioners indicated that the "Auditor" evaluated the

staff internally. Forty-five percent (n=9) of the responding

Nunicipal Auditors cited the Finance Director or Controller

as the internal evaluator; 30 percent (n=6) cited the

Auditor; one auditor indicated the City Manager while the

remaining four responded "not applicable". Concerning

external evaluations, 55 percent (n=11) of the responding

Municipal Auditors indicated that independently contracted

auditors evaluated their staff; five percent (n=1) indicated

that the City Council was their evaluator; the remaining

respondents (n=8) answered this question with the statement

"not applicable". The summary of findings on the County

external evaluations is provided in Table XXIII.

TABLE XXIII

External Evaluations - County

L je N umbel gercent

>Inde endent Auditors 22 671
>Grand Jury 4 12
>Constituency 2 6%
>Board of Supervisors 2 6%
>State/Feder&l Agencies 2 3%
>Not Applicable 2 6%

Questionnaire item number 29 asked: "Are reports

issued identifying weaknesses and recommendations for

improvement?". Eighty-five percent (N=28) of the County

Auditors participating in this research effort answered

"YES" tc this question; the remaining five auditors (15%)
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indicated that final reports of this type were not issued.

On the municipal questionnaire, 89 percent (n=23) responded

"YES" while only three auditcrs responded negatively to this

question.

As a question designed to compliment the previous

item, question number 31 asked: "Do your audit reports

regularly include the noteworthy accomplishments of the

auditee?". In this area, the County Auditors were split

equally: 46 percent (N=15) indicated "YES" while 54 percent

(N=18) indicated that their reports did not include

noteworthy accomplishments. The findings gathered on the

Municipal questionnaire, however, were more varied in that

35 percent (n=9) indicated "YES" in response to this item;

46 percent (n=12) responded negatively and the remaining

five auditors answered "not appliL .',e".

Question number 33 asked: "At the conclusion of an

audit assignment, do you and/or your auditors meet with

representatives of the audited organization and discuss the

findings and recommendations before issuing a final audit

report?". The findings provided in answer to the County

questionnaire indicated that 85 percent (N=28) followed this

procedure; the remaining respondents (N=5) indicated that

these meetings were not in their routine procedures.

Seventy-three percent (n=19) cf the responding Municipal

Auditors indicated "YES" in answer to this question; 11

percent (n-3) respcnded "NO" while the remaining four

respondents cited that this question was "not applicable" to

their situation.

Question number 34 asked: "Is it your practice to

include in the final audit report the expressed reacticns of

the audited organization and some indication of the

follow-up and corrective action they intend to initiate?".

On the County questicnnaire, 49 percent (N= 16) of the
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responding auditors indicated that this practice was

utilized by their audit organizations; 39 percent (N=13)

responded negatively while four answered this question as

"not applicable" to their unit. Sixty-five percent (n=17)

of the Municipal auditors answering this question provided

an affirmative answer; 15 percent (n=4) responded "NO" while

the remaining five auditors indicated that this procedure

was "not applicable" to their situation.

Item number 35 asked: "Are summaries of audit

findings included with the final audit report?".

Twenty-three County respondents, or 70 percent, indicated

that summaries of audit findings were regularly included in

their issued final reports; six respondents answered

negatively to this question and the remaining four auditors

indicated that this question was "not applicable" to their

standard operating procedures. The data gathered from the

municipal questionnaire shows 69 percent (n=18) of the

respondents answering affirmatively to this inquiry; 19

percent (n=5) indicated that summaries of findings were not

included in the final audit report and the remaining three

respondents answered "not applicable".

Question number 36 asked: "Is an overall opinion

given in the final audit report based upon the audit

findings?". Eight-eight percent (N=29) cf the responding

County Auditors indicated that opinions were expressed in

this manner. Only one auditor indicated "NO" in answer to

this question while three offerred "not applicable". On the

Municipal questionaire, 39 percent (n=23) responded "YES";

one auditor responded "NO" and two auditors indicated that

this question was "not applicable" to their audit unit.

Questionnaire item number 37 required, at most,

three separate answers from responding auditors. Part one of

this question, concerning who had the primary responsibility
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for reporting the follow-up or corrective action taken after

the release of the final audit report, was answered by 100

percent of the respondents to both questionnaires. Part two

of the question, predicated upon an answer of the "auditee"

to part one, asked what percentage responded within the

established timeframe; 100 percent of the respondents to

both questionnaires also answered this portion of the

question. Part three, asKing what they viewed as the main

cause for the delay in the release of the final audit

report, was answered by 67 percent of those County Auditors

that indicated an answer to part two and fifty percent of

the Municipal Auditors that indicated a delay was prevalent.

The summary of the findings to this question is presented in

Table XXIV and Table XXV.

TIBLE XXIV

Follow-up Reporting Responsibility

County Responses Percent

>Auditor 9 27%
>Auditee 21 64%
>Not Applicable 3 9%

Muniipal
>Auditor 10 5%
>Auditee 10 39%
>Not Applicable 2 7%

Question number 38 asked: "Do you pericdically

review the working papers compiled by your staff?".

Eight-five percent (N=28) of responding County Auditors

indicated "YES" in answer to this question; ine auditor

indicated "NO" in answer to this question, while .h A

remaining four auditors responded that this question was

"not applicable" to their governmental unit. In assessinQ
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TABLE XIV

Report Delinquency Rate/Cause Findings

coun. (24)
lean Delinquencyo ate: 7
Standard D v atlon!

same esponesE Percnt
>Review ProceduresJ3

ofa Prsue 8
>90~ koad Cosraints
> Bul et ary Int
>10 Comment 7 31%

lean Dolingvinci Rate: 871
Standard D at on: 10

S3U LiIRnfeM Peren~
>1ev ill Prol seatin
>Sta nttin
>10 Cons Ut 22
>Disagreements on Findings 110%

the responses provided by the municipal Auditorst 85 percent

(n=22) indicated that it was their practice to review the

working papers of their staff; the remaining four

respondents indicated that this question did not apply to

their situation.
Questionnaire item number 39 requested information

concerning the acceptance of both the audit findings and the
recommendations for improvement by the auditee. The findings

pertaining to this question were overwhelmingly posit ive:
County (1=33):

Audit Findings Accepted? 88% YES
Audit Recommendations Accepted? 73% YES

municipal (n=26)

Audit Findings Accepted? 89% YES
audit Recommendations Accepted? 89% YES



Of the remaining County auditors, one auditor indicated that

audit findings were not accepted by the auditee, while three

answered the question "not applicable". Of the remaining

municipal Auditors, only one cited "NO" in answer to both

portiens of this question; while the remaining two indicated
that the question did not apply to their audit organization.

Part one of question number 40 requested data on

those individuals or groups who generally receive copies of

the final audit reports issued by the surveyed County and

municipal audit offices. One hundred percent of both groups

provided answers to this question, however, in answering the

responding auditors could indicate more than one individual

or group as receivers of reports. Thus, for clarity, each

of the seven possible answers will be treated and tabulated

as if it were in a YES/NO format. Table XXVI presents the

summary of the data gathered concerning this area of the

research effort.

TABLE XXVI

Final Report Distribution

ICounty AQkl ! lU

>Ch Ex cutve Ofcers 26 73 I
>Legislative Bodies 26 79% 16 62%
>8 qner Units of covernment 11 33% 6 23%
>Chief Fiscal Officers 8 24% 13 50%
>Controllers 5 15% 9 35%
>Other 114 42% 12 46%
>Not Applicable 2 6% 3 12%

rThe final question cn both questionnaires requested

the responding auditors to indicate what is, in thei: view,
the most serious impediment to the growth and development of

auditing in local level government. The data provided by

97

I ' i. . .. . .. i i i i i . .I ' . -



respondents has been combined and provided in summary form

as Table XXVII.

TABLE XXVII

Growth and Development Findings

>Lack of Fundinq 24 47%
>Sta fing Constaints 13 26%
>Lack of gqt. Understanding 14 281
>Lack of P oper Training 5 10
>Other 5 10%

Note: Someesondina a dtors indicated more than onerestr .ct we causal iactor.

C. SUMMIRT

This chapter has presented the reader with the findings

gathered by the author developed internal auditing County

and municipal questionnaires. rhe data provided by

respondents vas presented, discussed and compared. Howeverr,

the emphasis of this chapter was purposely limited to a

presentation of the compiled data vithout the possible

inferences that could be drawn from the information.

In the next, and final chap- the author analyzes the
results, develops conclusions ,akes recommendations

based upon the findings pAoviled by the survey

questionnai:e. These conclusions and recommendations have

been directly related to the thesis *bjectives as well as to

the current status and futuere potential of internal auditing

at the County and municipal levels of government.
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U. C KLUX2fl li IMBBII DITONS

1. PRUPACE

The purpose of this thesij was to analyze the extent to

which the concepts and techniques of the United States

General Accounting Office (GAO) expanded scope audit

standards were currently being utilized within the County

and unicipal governments in the State of California. The

specific objectives, established in Chapter 1, were:

1. To de ine the egre compliance with the GAOexpane scope audit atanlads,

2. To determine the underlying cause or causes of
ncn-compliance; and

3. To mae reccmenatiins deined to impro ye th9
effectiveness o oca level overnmenta nterna
audit ng.

To help the reader appreciate and gain a perspective on

the research objectives, the author provided a background

discussion pertaining to auditing in general. Specifically,

a brief history of internal auditing in the private and

public sectors was presented so that the reader could better

evaluate the critical aspects of effective internal auditing

organizations that followed in subsequent chapters. Special

emphasis was placed upon a discussion of the emergence of

auditing in local government and the need for public sector

auditors to provide timely performance information.

Following this presentation, the author sought to

specify what internal auditing should be designed to

accomplish by providing the reader with a standard of

measurement by which to judge the current effectiveness of

auditing units in California's county and municipal

govewnments. Further, the author presented a thorough
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discussicn of the GAO levels of audit and of each tenet of

the GAO expanded scope audit standards. This section of the

thesis sought to convey to the reader a sense of the actual

methodology, techniques and requirements of auditing in

order tc provide a perspective on the growth and development

potential of public sector auditing. The thrust of this

presentation vas directed towards providing the reader an

insight into the sound principles that are available to

guide the actions of governmental auditors.

An indepth discussion of the author's research

methodology vas then provided to display the data gathering

tools utilized to support the central thesis direction.

Essentially, the author presented a comprehensive overview

of the method employed to determine the degree of compliance

evident with the GAO Standards at these levels of government

Purther, this section provided the reader with a thorough

discussion concerning the design, purpose and intent of each

question in an author developed questionnaire utilized to

gather data relevant to the subject.

Following this discussion, the authcr presented the

actual research findings. The information captured through

the previously discussed sampling techniques were displayed

in a non-rigorous statistical manner. A conscious effort

was made up to this point to refrain from making inference

statements or statements regarding the statistical

significance of these findings.

The effect of the preceding five chapters was to

illustrate to the reader the proper auditing structure that,

when combined with the operative and essential procedures

and techniques, offers the best prospect of producing an

effective governmental auditing function. Thus, the purpose

of this final chapter will be to present an analysis of the

data gathered by the survey questionnaire; to present the
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authors conclusions relating to the purpose and objectives

of the thesis; and to present the authors recommendations

that directly concern the future potential of internal

auditing in local governmeat.

B. A1ALrSIS

1. flflefll

The author will now analyze the findings, issues and

problems raised by the completed survey effort. In order to

accomplish this goal, the analysis will be broken down into
four topical areas that directly concern the purpose and

* objective of this thesis. These areas are:

1. Qualifications,

2. Independence*

3. Ccmpetence, and
4. Compliance.

The actual survey results presented in the previous chapter

". will form the basis of discussion in each of the above

areas. Since the reader may find it adventageous to refer

back to the survey findings, it is recommended that the key

to the internal auditing questionnaire, provided as Table I,

be utilized for more expeditious referencing.

2. 9gaifIcai

Governmental internal auditing departments should

collectively possess the knowledge, skills and disciplines

required tc complete their audit responsibili ties. For

example, internal auditors who work extensively with

financial records and reports should be proficient in

accepted accounting principles and techniques. This is, of

course, true for all other functional areas under audit

consideration. Auditors should be able to apply their
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expertise to situations that they encounter and to be able

to deal with them without extensive recourse to technical

research and assistance. Thusr the internal auditing

organization should meet the following standards:
1. 1tern 1 audtors sho standards of

ecatoa acgon anleaud experience;

2. A sinificant  ernuae of the staff should beprFe0 aona ly crtl Ild

3. Internaa anditos _ should be active In curent
proeisional, usiness, accounting and ad g
training courses; and

4. Intirnal auditors' performance should be periodically
reviewed to assess their strengths and weaknesses.
(7]

The following discussions will utilize these standards as a

measure of assessing the qualifications of County and
municipal auditing units in the State of California.

The State of California stipulates that no person
shall te elected or appointed to the office of auditor

unless:

1. He vossisses a valid certificate issued by the
Cali orn a State Board of Accountancy showing nimto
be a certified public accountant or a public
accountant; or

2. He esses a valid cirtificate or diploma of
grad at on from a ac co of accountancy; or

3. He h served as auditor for a continuous period of
not sless than three years prior to the passage of
this legislation (19631! (11:26945]

The survey findings indicate that the great majority of

County (6114) and municipal (65%) auditors do not hold

professional certification, however, the majority do possess
a bachelors or masters degree in accounting or have served
in excess of the three year requirement. In this regard, the
municipal auditors sees to have the better qualifications in
terms of currency; 96% hold a college or advanced degree

while the length of their service had a mean of 3.3 years

for elected and 7.9 years for appointed officials. Although

70% of the County auditors possessed a bachelors or masters
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degree, they tended to rely more heavily on their

experience. The average elected County auditor has served

nearly 9 years in office, while the mean for those appointed

was 8.6 years.

The survey indicates that staff size and

qualifications are directly related to the population of the

community served (see Table XIV). Although a college or

advanced degree is often cited as a prerequisite of

employment, certification as a public accountant or internal

auditor does not seen to be required. Standards of

employment are similar for both groups; the majority citing
a college degree, public sector accounting experience and
internal auditing experience as the most desireable
qualifications in determining the eligibility of prospective

staff members. While a significant percentage of the audit
staffs do not appear to be certified, the GAO standard

adddressing the need to have an audit unit that collectively
possesses adequate professional proficiency for the task

required appears to have been fully met at these levels of
government.

In the area of available training utilization,
formal training programs dc not appear to be provided to
either group to any extent. However, the majority of
responding auditors attempt to remain current in auditing

techniques by attending professional seminars and continuing
educaticn courses. Is discussed previously, the need to stay

current in these areas is extremely important to the future
growth of public sector internal auditing. Formal training

programs, in the view of two respondents, cannot be provided
to elected officials due to their short term of office,
budgetary constraints and audit workload. The availability

and the auditors participation in professional seminars,
however, indicates an increasing emphasis being placed upon

this area.
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Further, a survey question was asked concerning the

areas in which the responding auditors and their staffs

could most benefit from additional instruction. In this

area, only two functions received ovetwhelmingly affirmative

answers: accounting systems review and automatic data

processing (ADP) controls. The first subject was thoroughly

introduced and discussed in Chapter III and requires that

the auditor be familiar with the organization*a overall

strategic planning situation. The second item has

undoubtedly grown from the increased dependence upon

computers in all sectors of public and private operations.

Table XII summarizes the ADP audit coverage findings and

indicates that the trend toward computer use will require

greater knowledge on the subject from future governmental

audit ors.
Evaluating the performance of the auditors and their

staffs is a function that can easily be overlooked in the

public environment. The responses from the County and
Nunicipal auditors, however, indicate that tgeir work and

that of their staff are periodically reviewed both

internally and externally. The internal evaluations are

conducted in accordance with the prevailing organizational

structure of the governmental unit. That is, county

auditors perform the internal evaluations, while municipal

auditors are evaluated by either the auditor, the Director

of Finance or the Controller depending upon the units

placement within the organization. In both groups, external

evaluations are predominantly accomplished by independently

contracted auditors. In any case, there is ample opportunity

to provide assistance to the auditors and their staff with

the prcper direction and initiative required to accurately

review and complete their duties.
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These evaluations would be difficult to perform if

specific standards were not available to measure staff

performance. In this area, the availability of written goals

and objectives, a policy and procedures manual and standards

of field work would greatly aid the evaluator in the

completion of his or her duties. In both County and

municipal audit units, the existence of field work standards
seems to be indicative of the units desire to project a

professicnal image during the audit function. However, in

the remaining areas mixed results were received. Although a

majority of the counties maintained written goals and

objectives, very few municipalities provided similar

documentation. Further, only one third of county and

municipal audit units had a local policy and procedures

manual. Overall, the prevalent situation does not appear to

be consistent with accepted clerical and professional

documentation procedures.

3. Jadevenfeng

Internal auditors should be provided with sufficient

'practical' independence to allow them to complete their

work freely and objectively. This independence, in

perception and appearance, permits auditors to render the

impartial and unbiased judgements and opinions essential to

the proper conduct of gcvernaental audits. Practical

independence is achieved through segregation of 4uties,
organizational status and objectivity. Proper segregation of

internal governmental duties is required to assure that

conflicts of interest do not interfere with the auditors

performance. The organiztional status of the auditing unit

should be sufficient to permit the accomplishment of the

required audit responsibilities. Objectivity requires

interb I audJ ° rs to have a certain level of belief in their
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work such that no significant compromises are evident in
their findings and opinions.

In addition to the above measures of independence,

Lawrence B. Sawyer lists the following standards that

internal auditors should be able to meet:
1. The auditor should be resFonsible to an individual in

organization with suf icient authority to promote
Indepqndence, broad audit coverage, f211
conslaeration of audit reports and action on audit
recomendations; and,

2. The purpos ut rty d regponsiility of theaudtinqun3 hoj.d e'defined if an forma 1 written
documeipt (chartel). This document should establish
the units position in the organizational structure;
authorize access to records and personnel relevant to
the performnince of audits and efine the scope of
audit activities. (7]

The following discussions will utilize these standards and
the listed measures of practical independence as a means of

assessing the performance of County and municipal audit

units in the State of California.

a. Segregation of Duties

Every County and municipal practitioner that

responded to the survey held another governmental office
other than auditor. The completion of these related, yet

subsidiary, tasks do not appear to be consistent with an

acceptable level of job segregation. County auditors serve
as Chief Financial Officer of their county and answer to the

electcrate. While holding this office, however, they can

concurrently hold office as Controller, Recorder, Clerk or

any combination thereof. Each of these positions carry
responsibilities that provide a basic inconsistency with an
independent audit function. Thus, the accomplished tasks in
each area are subsequently audited by the sane individual.

That is, the auditor reviews his or her oun work in these
other areas. One County auditor commented that his dual
office situation did not inhibit his actions to
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independently appraise his governmental units performance.
However, Sawyer states that:

"T e standards point cut the need for 'prctical
inependence'....a conceted effort mutDe made
to see that internal auditgrs are perceived to be
independent of the activities they audit." (7:41]

The prevalent situation in the counties of California does

not appear to be consistent with this attitude.
Municipal auditors can boast more of this

perceived independence as nearly half of those responding to
the survey held no position other than Auditor in their
organization. In this case, however, the reason can probably

be traced to financial and workload considerations; note the
following:

1. Ivery unicipal audit9r in this category came from a
c ty of over 10 ,000 inhabitants; and

2. Those municipal auditQrs providing datg .i ansvet to
question number 6, cited cons stently higher num ers
of scheduled and completed audits.

Additionally, it is interesting to note that those holding

office as the Directbor of Finance had a separate auditing

division under their control. Certainly, this situation is

also superior to that of the county organizational
structurGs.

b. Organizational Status

In order to assure that line personnel in government

understand the internal auditors authority and

responsibility, their status within the organizational

structure should be set forth in writing. Further, they
should report to an individual with sufficient authority to

allow the findings, conclusions and recommendations of the

audits they perform tc be generally accepted and acted upon
by the auditee. Although a written charter, approved by the
County or Municipal chief executive officer, would probably

107



not be off erred tc governmental auditors, adequate

protection can be indicated by other factors. These factors

are included in the survey findings relating to the

reporting senior, budget considerations, the setting of

audit priorities, the acceptance of audit findings and
recommendations and the perceived use of the auditing unit

as a training ground for higher level offices.

The survey findings in the reporting senior area
highlight differences between the County and Funicipal

governments in the State of California. Although a majority

(52%) of the county auditors indicated that the Board of

Supervisors acted as their reporting senior, nearly half

(42%) cited their electorate in answer to this question. As
predominantly elected officials, the latter answer should
have been unanimous. Yet, the insistence upon a reporting

individual or group seems to indicate a lack of perceived
independence. Similar results were obtained from the

Municipal respondents, however, the reasons seem to be
totally different. The municipal auditors are predominantly

appointed. Thus, there may be a dependence in the
relationship between the reporting senior, the individual or

group that made the appointment and the auditor. Municipal

auditors seem to be afforded the appearance of independence,
but they too lack the internal perception of being an
independent entity.

Another area in which the question of

independence can be argued concerns the availability of

audit funds. County auditors unanimously responded that they
were allocated a separate portion of the overall county

budget and 81% of the municipal auditors responded
similarly. The remaining municipal auditors receive audit

funds from another department since they are a division
under, generally, the office of the Director of Finance. Of
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more significance, however, is the fact that a solid

majority of both groups indicated that their budget or

budget share was remaining constant or actually decreasing.

This trend could be disasterous, in that governmental
auditing could be slowly relegated to an insignificant
pcsition within the local governmental organization.

Although generally given their own funds, growth can be
stifled with inflation decreasing the audit purchasing power
of the individual budgets.

An essential ingredient to the independence of a
governmental auditing unit is the auditors ability to set
his or her own priorities. As previously discussed, the
great majority of audits performed at these levels of
government are dictated by state or federal law, however*
there should be nc further restrictions placed upon the

auditors scope. That is, as the need dictates, any area of
the organization should be open to audit or review. In this

case, county auditors receive much more latitude that their
municipal counterparts. Whereas 82% of the counties

responded that the auditor set the priorities and nearly
half (46%) cited the auditor as providing the appropriate

access approval, only 27% of the municipal auditors
perceived that they set their own priorities and only 19%

indicated that the auditor could provide the staff with
access approval to the records of an activity under review.
The remaining cases cited various individuals or groups that
enter into the priority setting and access process, but the
limiting of the auditors individual ability to go where he

or she is needed, when he or she is needed remains the same.

A relatively subjective questicn concerning the

acceptance of audit findings and recommendations was asked

of the County and Municipal auditors in the survey

questionnaire. Both groups strongly indicated that, in
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general, the auditee accepted the findings and conlusions

they presented. Further, although this does not indicate

that the audit organizaticns are recognized within their

governmental units, very few in either group indicated that

their office was utilized to train prospects for higher

level office. Overall, the responses demonstrate a growing

independence and stature of the internal audit activity in

local government. However, the full force will not be felt

until toth top management and those in critical line
positions in government recognize the benefits to be gained

from instilling a truly independent attitude in their audit

units.

c. Objectivity

Uhen addressing the objectivity of a

governmental audit unit, both segregation of duties and

organizational status play an important role. As the author

has shown, neither of these qualities is evident to a great

degree in either the County or Municipal governments

surveyed. It would be difficult to be objective if the

auditor was reviewing his or her own work, as is the

prevalent situation, and if the auditor was not situated
properly within the organizational structure. However, this

section will continue the analysis presented in these two
critical areas by providing a discussion on conflicts of

interest, the expression of opinions and the utilization of
the auditor in areas other than auditing.

Conflicts of interest were thoroughly discussed

in Chapter III in conjunction with the GAO Standards for

Audit, while the State of California's requirement to

maintain conflict of interest statements was presented in

Chapter V. Since the maintenance and update of these
statements is state mandated the responding auditors in both
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groups should have unanimously indicated compliance. Yet,

this was not the case. This thesis has previously listed the

dangers in this area, and governmental auditors are

extremely susceptible because of their often delicate

political position. Although the filing of statements to

fulfill the state requirement would do nothing to perpetuate

a conflict free organization, a thorough investigation in

this area could eliminate any possible problems in the

future. Thus, in the author's opinion, county and municipal

auditors have enough internally generated organizational

impediments to objectivity without allowing personal and

external impairments to further bias their opinions,

conclusions and judgements.

The expression of an opinion based upon the
evidencial matter gathered during an audit is an essential

tenet of the GAO audit standards. The rendering of opinions

on the performance of a reviewed entity is a specific

requirement of the expanded scope standards being evaluated

in this study and also a necessary requirement to evaluate

an auditors' objectivity. However, as shown previously,

local governments follow the American Institute of Certified
Public Accountants (AICPA) standards which dictate the

rendering of opinions only in Level I, Financial and

Compliance audits. In reviewing the findings of this survey,
the author found that 89% of the responding auditors

rendered opinions on all their audits. However, as one will

see later in this chapter, only a small percentage of these

auditors complete any type of audit other than Financial and

Compliance. Thus, merely stating this fact does not indicate
whether the GAO standards are being followed in deference to

the AICP1 standards of audit.

Relating back to the section on independence,
the author noted that the survey findings indicated a
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majority of both County and Municipal auditors performing in

a line or an accounting function while serving in their

office. it that point, this tact served to further delineate

the lack of an appropriate level of task separation.

Obviously, this also has a significant impact on the

auditors objectivity. A few responding municipal auditors

indicated that serving in any capacity outside the office of

Auditor was forbidden under their cityls internal ccntrol

procedures. Controls of this type are in place to preclude

any indication that an individual could in any way be

influenced in his or her decision making process. This type

of in place control would also serve to lessen the impact of

the auditors being able to serve in various offices

concurrently. Sawyer stresses the need for perceived

independence; the standards controlling the quality of

governmental audit work stress the need for objectivity in

the performance of an audit and in the publication of audit

findings and conclusions. in the authores opinion, neither

situation is prevalent to a great degree in the county and

municipal levels of government in the State of California.

Internal auditors should be competent in planning

and conducting their audit assignments. Additionally, they

should te able to collect, analyze, interpret, communicate

and document information to support their audit judgements

and conclusions. Further, it is also to their advantage to

maintain a close liason with the audited activity to assure

that follow-up action has been initiated on the reported

audit findings. Thus, governmental auditors should meet the

following specific standards:

1. Aud work should be properly documented in the audit
working papers;

S o ing aper ldo ain apgr rfite ev4 Ae eof2. J o-u ani
ann,

112



.3. Au4 .reports. shotld abe a orted by compergot,
AUMciill a r e teyice in th orking
papers. E7]

Again, these measures, together with the survey findings,

will te utilijAd in the following discussions concerning the

level of audit competence evident at the County and

municipal levels of government in the State of California.

An indicator utilized to determine the scheduling

* and planning capability of the surveyed auditors was their

ability to complete the audits they scheduled. Only a slight

majority answered affirmatively to this question, that is.,

that they and their staff were able to complete all

scheduled audits. However, an earlier question asking for

the approximate number of scheduled and completed audits

indicated an even greater disparity; Table XII presents data

that supports the position that a greater percentage are not

able to meet their audit commitments. It must be

understood, however, that most audits in the public sector

are required by state or federal law and local statute and

that workload pressure and staffing deficiencies can make it

difficult to perform all needed audits. In fact, many

auditors commented that their offices were from three to

five years behind in the completion of required Financial

and Compliance audits. although this seems to indicate

improper planning, the findings do not support this

position. it is such more believeable that internal and

external pressures are evident that negate the best laid

plans of the auditing units.

The survey findings suggest that accepted reporting

procedures are utilized by both audit groups. Audit reports

, dentifying weaknesses and recommendations for improvement

are routinely issued; the noteworthy accomplishments of the

auditee are included in the report when applicable;

summaries of audit findings are regularly included as part
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of the final audit report; the auditors generally meet with

the audited activity to discuss their findings and

recommendations; and, the expressed reactions and follow-up

* or corrective action initiated are often included in the

final audit reports. These practices indicate a willingness

on the part of the audit units involved to help promote

action on their recommendations for improvement and to

project a professional, yet helpful attitude to the auditee.

These procedures have the positive impact of tending to make
the audit unit and its responsibilities more palatable to
the audited activities and also suggest that auditors

utilize every technique available to communicate their
findings, judgements and conclusions in a constructive

manner.

Based upon the findings, it appears that the auditee

is given the primary responsibility to report follow-up and

corrective action initiated after the completion of an

audit. This leads directly to substantial delays in the
publication of the final audit report and tends to reinforce

a not-ccnstructive attitude on the part of the audited
entity. Since no timeframes are established, there is a high
delinquency rate in the issuance and receipt of the auditees

expressed opinions. Thus, action on the recommendations for

improvement are delayed and the immediacy of the problems

evident in the audited activity loses much of its impact.

All auditors responding to the survey periodically

reviewed the working papers compiled by their staff. It is

understood that this review is probably conducted in

conjunction with a review of the final audit report draft.

Thus, it appears that the auditors can effectively

substantiate the findings, judgements and conclusions that

are issued to the auditee since delays are the province of

the auditee and not the auditing entity.
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'inally, the reportfs distribution can be utilized

to indicate the degree of report dissemination as well as

the overall acceptability of the audit units work. The

findings suggest that municipal reports receive a greater

audience than do county audit reports. All interested and

involved parties are routinely routed a copy of the final

report and it is hoped that the results contained therein

are utilized to aid managers in other functional areas in

their quest for optimal performance.

The thrust of this thesis revolves around the degree

of compliance evident in the Counties and municipalities of

the State of California with the GAO expanded scope

Standards for audit and, if applicable, the reasons for

cno-compliance. In addition to most of the general

standards, the bulk of the questions asked of auditing

practitioners concerned the examination, evaluation and

reporting standards. However, the author specifically

desired to determine the degree of performance of Level II,

Economy and Efficiency, and Level III, Program Results,

audits.

A study conducted by the GAO in 1974 covering 15

states indicated that auditors felt limited by the resources

they could allocate to Level 11 and Level III audits. In

particular, they felt that with an adequate staff and the

legal authority they could devote considerably more time to

these areas. At that time, state auditors were devoting only

8% of their time to Economy and Efficiency audits and only

31 to Program Results audits. They overwhelmingly cited the

need for additional staff, the need for additional training

and the need to identify specific program objectives as the

solutions to expanding the scope of their audits. (10:12-13]
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Since this previous study, the situation has not

changed considerably. The survey results indicate that

County and municipal auditors in the State of California

spend only 7% of their time conducting Level II audits and

only 5% of their time performing Level III audits. It should

be noted, hcwever, that these are averages; a few counties

and municipalities indicated substantially higher Level II
and III audit performance figures, but the vast majority of

respondents indicated that only Financial and Compliance

audits were accomplished by their units.

The need for additicnal staff, funding and training

ue-e cited as the most serious impediments to the

performance of full scope audits. These findings coincide

4! with those of the eight year old GAO report and suggest that

the situation has remained virtually unchanged. Further,

another impediment that received a substantial response was

the lack of top management support. As mentioned previously,

the actions of the auditing unit will not be taken too

seriously if the senior government officials do not place

their full support behind the efforts of their auditing

units.

The final question on the survey provided a space

for comment concerning the growth and development potential

of public sector auditing. The results were similar to the

findings above, in that lack of funding and lack of

adequate, trained staff were consistently cited as

impediments to the future growth potential of auditing in

governmet. An additional facet to the problem, hoover, was

evident in this regard. Numerous practitioners cited a lack

of top managments' understunding of the role and benefits of

internal auditing as a significant impairment to their

continued growth. in all, the indicated restrictive causal

factors are determining the direction and scope of
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governmental auditing's future. Without adequate funding,

training, staffing, understanding and support there seems

little hope that auditors can strengthen their positions and

improve the quality of their product.

C. CONCLUSIONS

In view of the preceding analysis of the survey data,

the following conclusions relating to the purpose and

objectives of this thesis are provided:

1. The Counties and Nunicialities in the State of
Caifornp c not fu ly c omply.with the GAO expandea
scoie auIt standar aedca , hey do not
co uct Level II and Leiel III audits with any
evIaent regularity; and

2. Theftrsdoainan reasons for non-compliance are lack
o nng, ack ol an adequate, tralned staf lac
of top manaqemnt support and the lack of top
man ebent's nnderstan dig of the role and benefitS
cf- Internal auditing.

Although the Counties and Runicipalities in the State of

California comply with most of the accepted GAO general,

*examination, evaluation and reporting standards, the above
considerations are made only with respect to their audit

scope. It is apparent that the expanded scope standards
issued by the GAO in 1972 to provide guidance to public

sector auditors requires the full force of law to be

implemented in their entirety. Accepted procedures aside,
and despite the fact that there are benefits that can accrue
to local governments from audits of efficiency, economy and

program effectiveness, these type audits are not widely
performed by local governments.

D. ICOEEUDATIOIS

In view of the research findings, as well as the

author's conclusions drawn from the analyzed data, the
following recommendations are provided to effect the
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continued growth and development of internal auditing in the

Counties and Municipalities of the State of California:

1. Enact legislation oequiringcompliance with the GAO
expand e scope audi Standards;

2. here nt alreadi bein ccompl hed se arat th
2. or a ni prom o her ranct ona

areas of governme t;
.Elect all conty, d. nicipal auditors; thgs

ma3 e_ an1t Uvdualns constituency as tHe
operative eporting sen or;

4. Elect an indjvidua. tr the affice of Auditor only;
elImInante ine subsidiary uties current y being
performed;

5. Pro ide an adeuuate bu dgt for the contin uance of the
•ud i ng funcrtion uitIn t sarvicelq conagnill;acliuae provisions for an adequate staff to handle
the expected, orklo a and provisions to meet the
units con tnuing training requirements;

6. Provide anagement indoctrination and trainixg on the
role and b nefits of internal audit ing in local
government; and,

7. Inclde in existi4g leg slation updated and current
qualification standars for the Office of Auditor and
prospective audit staff members.
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General U~andard

1. The examination is to be performed by a person or

persons having adequate technical training and

proficiency as an auditor.

2. In all matt ers relating to the assignment an

independence in mental attitude is to be maintained

by the auditor or auditors.

3. Due professional care is to be exercised in the

performance of the examination and the preparation of

the report.

1. The work is to be adequately planned and assistants,

if any* are to be properly supervised.

2. There is to be a proper study and evaluation of the

existing internal control as a basis for reliance

thereon and for the determination of the resultant

extent of the tests to which auditing procedures are
to be restricted.

3. Sufficient competent evidential matter is to be
obtained through inspection, observation, inquiries

and confirmaticns to afford a reasonable basis for an

opinion regarding the financial statements under

examination.

I.UA&Ldj21 Reporting
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1. The report shall state whether the financial

statements are presented in accordance with generally

accepted principles of accounting.

2. The report shall state whether such principles have

teen consistently observed in the current period in

relation to the preceding period.

3. Informative disclosures in the financial statements

are to be regarded as reasonably adequate unless
ctherwise stated in the report.

4i. The report shall either contain an expression of

cpinion regarding the financial statements, taken as

a whole, or an assertion to the effect that an

opinion cannot be expressed. When an over-all opinion

cannot be expressed, the reasons therefor should be

stated. In all cases where an auditorts name is

associated with financial statements, the report

should contain a clear-cut indication of the

character of the auditor's examination, if any, and

the degree of responsibility he is taking.

Reprinted from: Committee on Auditing Procedure, juditng.

Stan j a Poe.gsgd (New York: American Institute of

Certified Public Accountants, Statements on Auditing

Procedures No. 33, 1963), pp. 15-16.
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jURUING BZJNDARD. JLN2 fj!~: 197.g

1. The full scope of an audit of a governmental program,

function, activity, or organization should encompass:

a) An examination of financial transactions,

accounts, and reports, including an evaluation of

ccmpliance with applicable laws and regulations.
b) A review of efficiency and economy in the use of

resources.

c) A review to determine whether desired results are
effectively achie ved.

2. The auditors assigned to perform the audit must
collectively possess adequate professional
proficiency for the tasks required.

3. In all matters relating to the audit work, the audit

organization and the individual auditors shall

maintain an independent attitude.
4. Cue professional care is to be used in conducting the

audit and in preparing related reports.

_1uMiin L.0 A" Evaluation §j !nj

1. gork is to be adequately planned.

2. Issistants are to be properly supervised.

3. A review is to be made of compliance with legal and
regulatory req uirements.

4. An evaluation is to be made of the system of internal

ccntrol to assess the extent it can be relied upon to

ensure assurate information, to ensure compliance
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with laws and regulations, and to provide for

efficient and effective cperations.

5. Sufficient, competent, and relevant evidence is to be
obtained to afford a reasonable basis for the

auditorts opinions, judgments, conclusions and

recommendations.

ieprtiD Sandards

1. Written audit reports are to be submitted to the

appropriate officials of the organizations requiring

or arranging for the audits. Copies of the reports

should be sent to other officials who may be
responsible for taking action on audit findings and

, recommendations and to others responsible or

authorized to receive such reports. Unless restricted

by law or regulation, copies should also be made
available for public inspection.

2. Reports are to be issued on or before thQ dates

specified by law, regulation or other %r:-mngemta%
and, in any event, as promptly as possible so as to

make the information available for timely use by

management and by legislative officials.

3. Each report shall:
a) Be as concise as possible but, at the same time,

clear and complete enough to be understood by the
users.

t) Present factual matter accurately, completely and
fairly.

c) Present findings and conclusions objectively and
in language as clear and simple as the subject
matter permits.

d) Include only factual information, findings, and
conclusions that are adequately supported by

122



enough evidence in the auditor's working papers to

demonstrate or prove, when called upon, the bases
for the matters reported and their correctness and

reasonableness. Detailed supporting information

should be included in the report to the extent

necessary to make a convincing presentation.

e) Include, when possible, the auditor's

recommendations for actions to effect improvements

in problem areas noted in his audit and to

otherwise make improvements in operations.

Information on underlying causes of problems

reported should be included to assist in

isplementing or devising corrective actions.

f) Place primary emphasis on improvement rather than

on criticism of the past; critical comments should

be presented in balanced perspective, recognizing
any unusual difficulties or circumstances faced by
the operating officials concerned.

g) Identify and explain issues and questions needing

further study and consideration by the auditor or
others.

h) Include recognition of noteworthy accomplishments,
particularly when management improvements in one
program or activity may be applicable elsewhere.

i) Include reccgnition of the views of responsible
officials of the organization, program, function,

or activity audited on the auditor's findings,

conclusions, and recommendations. Except where the
possibility of fraud or other compelling reason

say require different treatment, the auditor's
tentative findings and conclusions should be

reviewed with such officials. When possible,
without undue delay, their views should be
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obtained in writing and objectively considered and

presented in preparing the final report.
J) Clearly explain the scope and objective of the

audit.

k R) State whether any significant pertinent

information has been omitted because it is deemed

privileged or confidential. The nature of such

information should be described, and the law or
other basis under which it is withheld should be

stated.

4. Each audit report containing financial reports shall:

a) Contain an expression of the auditor's opin..on as

to whether the information in the financial

reports is presented fairly in accordance with

generally accepted accounting principles (or with

any other accounting principles applicable to the

organization, program, function or activity

audited), applied on a basis consistent with that
of the preceding reporting period. If the auditor

cannot express an opinion, the reasons therefor

should be stated in the audit report.

b) Contain appropriate supplementary explanatory

information about the contents of the financial

reports as may be necessary for full and
informative disclosure about the financial

operations cf the organization, program, function,

or activity audited. Violations of legal or other

regulatory requirements, including instances of

non-compliance, and material changes in accounting
policies and procedures, along with their effect

on the financial reports, shall be explained in

the audit report.
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Reprinted from: gtandr, Audit 2f §gvenen*A

Q, ianizigi.o_ o u, u.2 mu Io4 nr office of
the Couptrecller General of the United States Pamphlet

2000-00110, 1972.
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1. What is the population of the County/Municipality you serve?
(check one)

a. 0 - 10,000

____ b. 10,001 - 50.00
C. 50,001 - 100.000

a. 100,001 - 500F000

- e. over 500P000

2. Are you an Elected or ap Appointed official of your

County/lun'aclpal Ity? (checR one)

-__ a. ELECTED -___ b. APPOINTED

If APPOINTED, by whom was the appointment made?

3. Please indicate Lelow the length of your term in office
and how long you have served in your current capacity.

-- a. TERE b. SERVED

4. From the list below, please indicate the positicns

you currently hold within your County/Huncipality.

a. Auditor

b. Recorder

c. Controller

d. Clerk
_____ e. Other (specify)

5. From the list below please indicate the professional
credentials you hold:

- a. Certified Internal Auditor (CIA)

-___ b. Certified Public Accountant (CPI)

c. Chartered Accountant

d. Other (specify)
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What degree(s) do you hold?

6. How many audits are scheduled and completed by
your office annually?

-- __ a. SCHEDULED B. CONPLETED

7. Concerning youl current staff please fill in the
blanks belov Vith the applicable information:

io.r I DeBrees lumber of
ar S/BA NBA CPAs CIlls

Auditors

Other Professionals

Clerical

8. What typq of budget format is utilized by your County

or municipality?

_____ a. Program Budget

b. Line Item Budget

C. Other (specify) -

9. concerning your workload distributiono please fill in

the klanks below with the applicable Information:

A. Type of Audit Percent of Time

Entity Audits
Functional Audits -

Special Reviews

Investigative Inquiries

Ct her
TotTlrO0 %

B. Level of Audit Percent of Time

I financial and compliance
II efficiency and economy

III program results Total 100%

10. hat is the title if the governmental executive
to whom you report

.Inhepla fh e Staidardsfor Audio
11. Ii --- ~ ftne wi h (I~ or a sale orloatatue or oer f al aie enactment?
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YES No

12. Do voy maintain, and periodically update, written
Co li ct of Interest statements !or your audit staff?

YES 10

13. Does your office operate with its own budgeti appro r a on?

YES 10

IefJe6 from ihi h g .ve l"tal department does your

14. Does your County provide a formal training progras for
you and your staff auditors?

YES NO

15. From which of the following individuals or groups must
a staff auditor seek access approval.fol the data
pertinent in the evaluation of an activity under review?

a. Auditor

-- b. Legislative Bcdy
c. the Audited activity

d. Other (specify) .

16. Does your office:

Y.S _NO a. maintain written goals and objectives?

-- YES _.O b. publish a policy and procedures manual?

-YES _1o c. utilize tailored audit programs?

-- YES _N_*O e. publish standards of field work?

17. flease rank each of the followinq iual ficatign standards
!tei: ordej of importance t yol iq deteru2ining the
eiiqibility o prospective audit s a ; members:

a. Corporate accounting experience

b. College degree in related field

c. CPA/CIA or other professional credentials
-- d. Public accounting experience

e. Internal auditing experience

18. jjich of the following statements best describes the
storic action of your budget or budget share?

(cbeck one)

-__ a. growing steadily

b. remaining con stant
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c. decreasing

19. Do you and your staff auditors:

-YES __10 a. Attend professional seminars?

YES 30 b. Attend ADP courses and seminars?

-YES 50 c. Attend college to continue your education?

-- YES 10 d. Attend cItsses to secure certification as
a CPA or IA

20. ire you, or members of your staff called upon to provide
ssil$ance on a temporsry uas aSt a ne of account ng
aunct on?

YES s0

21. From the following list, check the areas in which you or
your staff could most benefit from additional training:

a. auditing procedures and standards

b. Accounting systems review

- c. Automatic Data Processing controls

d. Knowledge of applicable laws and regulations

e. Resource management

- f. Identifying governmental program objectives.

22. Does your office make use of consultants in the completion

of scheduled audits?

a. YES b. NO

23. Based on your experience with staff turnover, would you say
that your office is recognized and used as a training ground
for higher level governmental positions?

YES - 0

21. By whom is the performance of the audit staff evaluated:

a. internally?

b. externally?

25. Please indicate below the approgriate individual or group

that sets audit priorites fg? your of ce:

a. Auditor

-- b. Legislative Body

-- c. Other (specify)
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26. Which of the fllowing best describes the format of your

au it programs

a. Detailed audit Steps

- b. Broa and general with additicnal steps designed
on tfe sob.

27. Are You an9 your staff able to cover the scbedule audit
of flcilitdie* and functions within the required time cycfe?

,- YES N0

28. Do ycu and your staff become involved in reviews of new
-ystems (accounting, control, ADP, etc.) early in their

development stage?

YES sO

29. Are reports issued identifying weaknesses and
recommendations for improvement?

YES 0

30. Frot yur viewpoint, please rank each of the tollowing

pro alte i spemuts.to the performance of flscope
audits: (usp..he scale shown below by checking the
appropriate blank)

very restrictive
restrictive but not debilitating

* not a factor

a. Need for additional staff

. . b. Need for additional funding.

.... . c. Weed for additional training.

------ d. St ~tutory requirements to pefor financial.
and compliance (Level I) agdits.

e. -ve. ap wf audit responsibilities with otherAev~s overn nt.

f. Requireents of leuislative initiatives.
ke'itho::r peri ng to grants-in-al landa rcula 1-1O2)

.. - q. Bond Rating requirements

- .- - h. Lack of Top management Support

31. Do oar audit repgrt o jarl; include the noteworthy
ac plshsents or the a ~teoo
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32. From the following list, check the statement(s) that best
de ribe(s) the extent of your automatic data processing
aud t coverage:

a. Audit *around" the computer.

b. Audit controls vice input and output.

-- c. Review departmental operations and controls.

--- d. Audit specifc applications on request.

- e. Audit "through" the computer.

f. Do not conduct IDP audits

33. at the conclusion of an audit assignment do you and your
auditors seet wjth the re presentatives 0 the auditedoraun3!t 0! and discUs5 he findings and recosendations
belcre issuing the Ifial audit?

YES - o

34. Is it your practice to include in the final audit report
the ezmessed reactions of the audited orqaniziti on and some
indicaton oft he foiler-up and corrective action theylot edto ini-ate

YES No

35. ire summaries of audit findings included with the final
audit report?

YES so

36. Is an overall opinion given in the report based upon the

audit findings?

-- YS no

37. After the release of an a dit report is the erimary
responsibiLity for reporting the follow-up ana corrective
act on assigned to: (check one)

a. Your office, or

b. The audited organization.

-- I_ If the responsibility is ,ith thb auditee, what
percentage respond within estab lshed timeframes?

What is the main cause for delays in the release of final
audit reports?

3. Dyour eriodically review the vorking papers compiled by

-- YS so
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39. Are the audit findings generally accepted by the auditee?

YES No

Vhen eonmendatis fo improvement are made, are theygenerally acceptedb tie a dtee?

YES No

40. Prop the list belov please indicate those who generally
recieve your au it reports:

a. Iedia representatives

b. Chief Executive Officers

c. Legislative bodies

d. Higher units of government

e. Chief Fiscal Officers

f. Controllers

-- g. Other (specify)

In our vie, what i the post serious impediment to the
grovo.terpaj auditlag at the Countygc~t~ad evelment or inenaa
or HunicipA 1 leve of Government?
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Com ent.:--

Yes 1o Do you vish to receive copies of the summarized
survey results?

How many copies?

Please .indicate belay the adtreif wo hich the
summarized results shou1d ma

3i 3 I
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